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U.S. Court of Appeals for the 
Federal Circuit 


(Appeal No. 85-2558) 


LANNOM MANUFACTURING Co., INC., PETITIONER v. U.S. INTERNATIONAL 
TRADE COMMISSION, RESPONDENT 

Nathaniel Humphries, Mason, Fenwick & Lawrence, of Washington, D.C., argued 
for appellant. With him on the brief were Paul F. Kilmer and Linda J. Shapiro. Also 
on the brief were Michael A. Hertzberg, Stuart E. Benson and Gary W. Christian, 
Graham & James, of Washington, D.C. 

Jack Simmons, III, Office of the General Counsel, U.S. International Trade Com- 
mission, of Washington, D.C., argued for appellee. With him on the ein were Lyn 
M. Schlitt and Michael P. Mabile. 


Appealed from: U.S. International Trade Commission. 


(Appeal No. 85-2558) 
(Inv. No. 337-TA-190) 


LANNOM MANUFACTURING Co., INC., PETITIONER v. U.S. INTERNATIONAL 
TRADE CoMMISSION, RESPONDENT 


(Decided August 27, 1986) 


Before FRIEDMAN, BALDWIN, and Newman, Circuit Judges. NEWMAN, 
Circuit Judge. 

Lannom Manufacturing Company, Inc. appeals the final decision 
of the United States International Trade Commission, which held 
that there was no violation of section 337 of the Tariff Act of 1930 
as amended, 19 U.S.C. § 1337, in that Lannom’s U.S. Patent No. 
3,976,295 (“the ‘295 patent’) was invalid and that the importation 
and sale of certain articles did not tend to injure the domestic in- 
dustry. The Commission declined to determine infringement. In re 
Certain Softballs and Polyurethane Cores Therefor, Inv. No. 
337-TA-190, USITC Pub. No. 1751 (September 1985). 

We vacate the determinations of patent invalidity and absence of 
tendency to injure, and remand for determination of the question of 
infringement and redetermination of the question of injury. 
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CoMMISSION PROCEEDINGS 


On April 3, 1984 Lannom filed a complaint pursuant to section 
337 alleging, inter alia, unfair methods of competition and unfair 
acts in the importation and sale of certain softballs and poly- 
urethane cores for softballs, by the direct or contributory infringe- 
ment of claims 3, 4, and 5 of the ‘295 patent, having the effect or 
tendency to destroy or to substantially injure an efficiently and eco- 
nomically operated industry in the United States. 

The ‘295 patent describes and claims a softball usable for organ- 
ized league play, having a core of polyurethane foam and a leather 
cover. Claim 3 is representative: 


3. A composite ball having the appearance, physical character- 
istics and dimensions of a conventional softball including a core 
of cork or kapok, yarn windings, and a leather cover comprising 


a spherical core member formed of flexible and resilient 
molded polyurethane foam and a leather cover portion enclos- 
ing and stitched over said core portion 

wherein said core portion is formed of polyurethane foam of 
such density and resilience as to give said composite ball essen- 
tially the same rebound weight, hardness, size, feel and sound 
qualities as said conventional softball so as to be usable in or- 
ganized league play of softball. 


The advantages of this softball are that it is five to ten times more 


durable than conventional cork or kapok softballs, and its resilience 
or liveliness can be varied by manipulation of the chemical composi- 
tion of the core. Polyurethane core softballs, since their introduc- 
tion by Lannom, have obtained a significant portion of the United 
States softball market. 

On May 1, 1984 the Commission ordered that an investigation be 
instituted, in accord with 19 U.S.C. § 1337(b). Lannom named as re- 
spondents the Taiwan manufacturing companies Success Chemical 
Company, Ltd., Tusa, Inc., and Complete Merchants Corporation; 
the U.S. importer Diamond Sports Company; Regent Sports Compa- 
ny, a U.S. manufacturer of softballs; and Diamond’s eight U.S. dis- 
tributors (also called manufacturer’s representatives). Only Dia- 
mond Sports entered an appearance and filed a response to the com- 
plaint. This response alleged, inter alia, that Lannom’s patent was 
invalid and not infringed. 

Lannom and Diamond Sports on October 3, 1984 a joint motion to 
terminate the investigation as to Diamond Sports and its USS. dis- 
tributors, on the basis that Lannom had granted Diamond a license 
under the '295 patent. On October 19, 1984 the Administrative Law 
Judge (“ALJ”) terminated the investigation as to Diamond but did 
not terminate the investigation as to Diamond’s distributors be- 
cause of the absence of sublicense or consent agreements. Although 
their status is unclear on the record, the distributors took no part 
either in the proceedings before the Commission or in this appeal. 
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Lannom also asserted that it no longer considered sales to Diamond 
Sports by the Taiwan manufacturers Success Chemical, Complete 
Merchants, and Tusa to constitute unfair acts, but only sales to un- 
licensed importers. 

The hearing began on October 30, 1984. Only Lannom and the 
Commission Investigative Attorney (“the Staff’) appeared, the Staff 
participating in accordance with 19 C.F.R. § 210.4(b).! None of the 
remaining respondents appeared or defended. Lannom relied on the 
presumption of patent validity and asserted that patent validity 
was no longer at issue. Lannom requested that the remaining re- 
spondents be found in default and that adverse inferences be taken, 
as provided in 19 C.F.R. § 210.25. This request was rejected by the 
ALJ. 

Evidence was adduced on the subjects of patent validity, patent 
infringement, and injury or tendency to injure. Among the wit- 
nesses were Jesse H. Heald, the inventor of the '295 Patent and an 
officer of Lannom; Charles Dale, general manager of Lannom’s Ball 
Division; Frank Hardy, president of Diamond Sports; and Thomas 
Tuten of Flexible Products Co., a U.S. company that sells chemicals 
for forming the cores of the patented softballs. The depositions of 
James L. Muhlfelder, vice president of J. DeBeer & Son, a softball 
manufacturer and competitor of Lannom; and Lily Hsu, a Taiwan 
investigator hired by Lannom, were also submitted into evidence. 

In its post-hearing brief the Staff discussed all the issues and con- 
cluded that claims 3, 4, and 5 of the ‘295 patent were valid, that the 
claims were infringed by the imported products, and that the evi- 
dence supported a finding of tendency to injure in terms of section 
337. Lannom, of course, espoused the same conclusion. There was 
no proponent of a contrary result. 

The ALJ, in his initial determination (“ID”) on February 19, 
1985, held all of the claims of the patent (not only claims 3, 4, and 
5) invalid for failure to comply with 35 U.S.C. §§ 103 and 112; and 
in the alternative, if valid then infringed by some but not all of the 
imported polyurethane core softballs. The ALJ also held that there 
was neither substantial injury nor a tendency to substantially in- 
jure the domestic industry. 

Lannom filed a petition for review of the ID by the full Commis- 
sion. The Staff supported Lannom’s position on the merits of the is- 
sues of validity, infringement, default, and tendency to injure, al- 
though the Staff did not agree with Lannom on the question of 
whether validity was properly at issue. 

On April 16, 1985 the Commission affirmed the ALJ’s determina- 
tions of patent invalidity under sections 103 and portions of section 
112, and of absence of either the effect or tendency to substantially 


119 C.F.R. § 210.4(b) calls the Staff a “party”, whose role is defined in section 210.4(c) “to engage in investigatory activi- 
ties with respect to the proceeding”. As the Commission described it, “the [investigative attorney] has no ‘client’ although 
he represents the Commission. He does so only as an impartial investigator with no affirmative case to present.” In re Cer- 
tain Card Data Imprinters and Components Thereof, Inv. No. 337-TA-104, Commission Memorandum Opinion at 9 (Nov. 18, 
1981). 
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injure the domestic industry. The Commission took no position on 
the issues of invalidity under section 112 based on “best mode”, or 
infringement, and stated: 


By taking no position on those two issues, the Commission nei- 
ther affirms nor reverses the ALJ as to them. Accordingly, the 
ID (except for the issues of best mode and infringement) has be- 
come the determination of the Commission pursuant to 19 
C.F.R. § 210.53(h). 


On this appeal from the Commission’s final determination, none 
of the respondents named before the Commission has filed an ap- 
pearance or participated in any way. The Commission itself is the 
only “respondent” before us. 


I 


Lannom asserts that the Commission erred in law in its decision 
of invalidity of the '295 patent, and appeals from that decision on 
its merits. Lannom also challenges the authority of the Commission 
to have determined the validity of the ‘295 patent, in view of the 
statutory presumption of validity, 35 U.S.C. § 282: 


A patent shall be presumed valid. Each claim of a patent 
* * * shall be presumed valid independently of the validity of 
other claims * * *. The burden of establishing invalidity of a 
patent or any claim thereof shall rest on the party asserting 
such invalidity. 

The following shall be defenses in any action involving the 
validity or infringement of a patent and shall be pleaded: 


(2) Invalidity of the patent or any claim in suit * * *. 


Lannom relies on the fact that none of the remaining respondents 
had raised the defense of invalidity, as they could have under 19 
U.S.C. § 1337(c), and asserts that in the absence of such defense the 
presumption of 35 U.S.C. § 282 controls, and validity is not at issue. 


A 


Diamond Sports had initially pled the defense of invalidity, but 
entered into a settlement agreement with Lannom and withdrew 
before the hearing. Lannom refers to the requirement of section 282 
that the defense of invalidity “shall be pleaded”. It is not disputed 
that after Diamond was withdrawn the defense of invalidity was 
not raised. 

Lannom also asserts that it was denied the procedural benefits of 
section 282 because the ALJ treated validity as if the burden were 
on Lannom to come forward and to present a prima facie case that 
the patent was valid, rather than determining whether a challenger 
had met its burden of proving invalidity by clear and convincing ev- 
idence. Although the ALJ quoted from SSIH Equipment S.A. v. In- 
ternational Trade Commission, 718 F.2d 365, 375, 218 USPQ 678, 
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687 (Fed. Cir. 1983), that “the presumption places the burden of go- 
ing forward, as well as the burden of persuasion, upon the party as- 
serting invalidity”, the ALJ did not explain how this applied when 
no party disputed the validity of the patent. 

Throughout the proceedings the Staff did not assert that the pat- 
ent was invalid. Prior to the hearing the Staff expressly took no po- 
sition on validity although it raised the possibility of an adverse po- 
sition. Nonetheless after the hearing as well as after the issuance of 
the ALJ’s ID the Staff position was consistently that the patent was 
valid. 

The Commission asserts that it can and must determine patent 
validity, even if validity is not challenged by a party or by its own 
Staff, and that 35 U.S.C. § 282 does not prevent this determination 
on a full evidentiary record: “The presumption places no limitations 
on the introduction of evidence of validity or on who may introduce 
that evidence.” The Commission gives as its reason that section 337 
is a trade statute, not “merely” a patent statute, and that the public 
interest requires that the Commission investigate the validity of ev- 
ery patent brought before it for enforcement. The Commission re- 
fers to the Report of the Senate Committee on Finance: 


[BJefore ordering exclusion or issuing a cease and desist order, 
the Commission would be required to consider the effect of such 
action upon the public health and welfare, competitive condi- 
tions in the U.S. economy, the production of like or directly 


competitive articles in the United States, and U.S. consumers. 
The Committee feels that the public interest must be para- 
mount in the administration of this statute. 


S. Rep. No. 1298, 93d Cong., 2d Sess. 193 reprinted in 1974 US. 
Code Cong. & Ad. News 7186, 7326 [hereinafter “Senate Report”). 
This public interest, however, has nothing to do with the presump- 
tion of validity accompanying the grant of a patent by the US. Pat- 
ent and Trademark Office. Section 282 is based on the presumption 
of administrative correctness, a presumption derived from both pub- 
lic policy and pragmatic efficiency. This presumption assigns the 
burden of proof to the challenger, and thus necessarily requires 
that there be a challenger. The Commission’s concern for public 
health and welfare and a competitive economy is not inimical to the 
public policy that undergirds 35 U.S.C. § 282. 

The Commission position is that the complainant in a section 337 
action must present a prima facie case of all issues, including pat- 
ent validity, despite both the section 282 presumption and the ab- 
sence of any challenge to validity. The Commission, in its discussion 
of its authority to determine validity despite such lack of challenge, 
asserts that in accordance with established practice and law a com- 
plainant is required to prove all the statutory elements of a section 
337 case by “substantial, reliable, and probative evidence sufficient 
to establish a prima facie case of violation by respondents”, quoting 
In re Certain Window Shades and Components Thereof, Inv. No. 
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337-TA-83, 216 USPQ 526, 528 (USITC 1981). The above quotation 
from Window Shades, when read in context, makes explicit that the 
quoted clause refers to infringement, not validity: 


Therefore, in order to evaluate whether the imported window 
shades infringe the patent, we must determine whether there is 
in the record substantial, reliable, and probative evidence 
which would be sufficient to support a finding of infringement; 
that is, we must look to see Whéther the complainant has estab- 
lished a prima facie case. 


The Commission’s decision in Window Shades is squarely contrary 
to that for which it was cited, and entirely in support of Lannom’s 
position: 


By law, a patent duly issued by the U.S. Patent and Trademark 
Office is presumed to be valid. 35 U.S.C. 282. The ALJ found 
the patent to be valid, since no party had contested its validity. 
Since no evidence has been brought forth to rebut the presump- 
tion of validity, we concur with the ALJ’s recommendation, and 
find the patent to be valid. 


Id. at 528. 

The Commission also refers to In re Certain Food Slicers and 
Components Thereof, Inv. No. 337-TA-76, 219 USPQ 176, 179 
(USITC 1981), in which it held that even if there is no active re- 
spondent it is insufficient for the complainant merely to allege the 
components of the violation, “except where critical information can- 
not be obtained after a reasonable effort.” In that case, as in Win- 
dow Shades, the Commission was referring to evidence of 
infringement. 

In response to the Commission’s assertion that its obligations in 
administration of section 337 require it to review whether an un- 
challenged patent was correctly granted, Lannom states that this 
interpretation is unsupported by 19 U.S.C. § 1337, its legislative his- 
tory, or judicial precedent. We look first at the statutory intent. 


B 


Prior to 1974 the Commission was barred, by judicial decision 
starting at least as early as 1930, from reviewing the validity of pat- 
ents brought before it under section 337. The Trade Act of 1974 re- 
moved this bar, and expressly authorized the Commission to consid- 
er “all legal and equitable defenses” that theretofore could have 
been raised only in the courts. 19 U.S.C. § 1337(c). The position now 
espoused by the Commission requires the conclusion that Congress 
intended, by the 1974 amendments, to grant the Commission a 
greater authority to review patent validity than that which is avail- 
able to the district courts. To test that conclusion against the stat- 
ute from which this authority purportedly derives, we have re- 
viewed the origins of the Act. 
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The substance of section 337 originated in the Tariff Act of 1922, 
ch. 356, Title ITI, § 316, 42 Stat. 943 (1922). Section 316, predecessor 
to section 337, provided: 


(a) That unfair methods of competition and unfair acts in the 
importation of articles into the United States, or in their sale 
* * * the effect or tendency of which is to destroy or substan- 
tially injure an industry, efficiently and economically operated, 
in the United States, or to prevent the establishment of such an 
industry, or to restrain or monopolize trade and commerce in 
the United States, are hereby declared unlawful * * *. 


This restriction on unfair trade practices derived from the Revenue 
Act of 1916, ch. 463, Title VII, § 704, 39 Stat. 796 (1916), which 
authorized the Tariff Commission to investigate “conditions, causes, 
and effects relating to competition of foreign industries with those 
of the United States”. Practices the Commission described as unfair 
included deceptive use of trademarks, deceptive imitation of goods, 
false labeling, and infringement of patents. See United States Tariff 
Commission, Dumping and Unfair Competition in the United States 
(1919). In the Twelfth Annual Report of the United States Tariff 
Commission 21 (1928), the Commission stated: 


Existing law, apart from section 316, is wholly inadequate to 
protect domestic owners of patents from violation of their pat- 
ent —_ through the importation and sale of infringing 
articles. 


In the Commission’s view: 


Stoppage of importation of infringing articles through an order 
of exclusion from entry is the only effectual remedy. 


Id. It was early established that this remedy did not require or per- 
mit redetermination of patent validity. In Frischer & Co. v. Bakelite 
Corp., 17 CCPA 494, 509, 39 F.2d 247, 258, cert. denied, 282 U.S. 852 
(1930), the Court of Customs and Patent Appeals stated that the 
Commission was 


merely an administrative fact-finding body. It has no judicial 
powers. The right to pass upon the validity of a patent which 
has been issued by the Patent Office is a right possessed only by 
— courts of the United States given jurisdiction thereof by 
aw. 


Section 316 was reenacted as section 337 of the Tariff Act of 1930, 
ch. 497, Title III, § 337, 46 Stat. 703 (1930). Although other amend- 
ments to the statute were made at that time, the Commission was 
not granted the authority to review patent validity. 

So it remained for forty-four years. In In re Von Clemm, 229 F.2d 
441, 444, 108 USPQ 371, 373 (CCPA 1955), the CCPA reiterated that 


the validity of the patent or patents involved may not be ques- 
tioned by the Tariff Commission nor by this court on appeal 
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therefrom, but that a regularly issued patent must be consid- 
ered valid unless and until a court of competent jurisdiction 
has held otherwise. 


In 1974, in response to “the need to find cooperative solutions to 
common domestic and international economic problems” Congress 
enacted the Trade Act of 1974, Pub. L. No. 93-618, 88 Stat. 1978 
(1975). Senate Report at 5, 1974 U.S. Code Cong. & Ad. News at 
7187. The Tariff Commission was renamed the United States Inter- 
national Trade Commission. 19 U.S.C. § 2231. Remedies for viola- 
tion of section 337 were strengthened, and the Commission was 
authorized to consider invalidity and other defenses: 


§ 1337(c) * * * The Commission shall determine * * * whether 
or not there is a violation of this section. All legal and equitable 
defenses may be presented in all cases * * *. 


The reasons for this change were discussed in the Senate Report at 
196, 1974 U.S. Code Cong. & Ad. News at 7329: 


[TJhe public policy recently enunciated by the Supreme Court 
in the field of patent law (cf., Lear, Inc. v. Atkins [sic], 395 U.S. 
653 (1969) and the ultimate issue of the fairness of competition 
raised by section 337, necessitate that the Commission review 
the validity and enforceability of patents, for the purposes of sec- 
tion 337, in accordance with contemporary legal standards when 
such issues are raised and are adequately supported. The Com- 
mittee believes the Commission may (and should when 
presented) under existing law review the validity and enforce- 
ability of patents, but Commission precedent and certain court 
decisions have led to the need for the language of amended sec- 
tion 337(c). The Commission is not, of course, empowered under 
existing law to set aside a patent as being invalid or to render it 
unenforceable, and the extent of the Commission’s authority 
under this bill is to take into consideration such defenses and to 
make findings thereon for the purposes of determining whether 
section 337 is being violated. [emphasis added] 


In authorizing the Commission to consider such defenses, Congress 
cautioned that: 


The Commission’s findings neither purport to be, nor can they 
be, regarded as binding interpretations of the U.S. patent laws 
in particular factual contexts. Therefore, it seems clear that 
any disposition of a Commission action by a Federal Court 
should not have a res judicata or collateral estoppel effect in 
cases before such courts. 


Id. 

Although this legislation was the subject of extensive hearings, 
the proposed grant of authority to the Commission to consider de- 
fenses of patent invalidity and unenforceability for section 337 pur- 
poses did not occasion extensive controversy. A supporter stated 
“we do not believe that the statute’s discrimination against the im- 
porter will be removed until the law requires the Tariff Commission 
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to consider and rule upon the same legal defenses that are available 
to defendants in patent infringement suits in federal courts”. Hear- 
ings on H.R. 10710 before the Senate Committee on Finance, 93d 
Cong., 2d Sess. 1941 (1974) (statement of Noel Hemmendinger). 
There was no significant opposition. William D. Eberle, Special Rep- 
resentative for Trade Negotiations, testified that “changes in re- 
sponses to unfair trade practices involving patent infringement pro- 
vide for fairer procedures, a greater role by the Tariff Commission, 
and judicial review.” Jd. at 219. 

Subsequent decisions implement this congressional intent that 
the Commission entertain the same legal defenses to charges of in- 
fringement as do the courts. In Jn re Chain Door Locks, Inv. No. 
337-TA-5, 191 USPQ 272, 280 (USITC 1976), the Commission con- 
sidered the defenses of patent invalidity raised by the respondents 
and the Staff and held, referring to the presumption of validity of 
35 U.S.C. § 282, “that [respondent] and the investigative staff have 
failed to overcome this presumption”. In Solder Removal Co. v. U.S. 
International Trade Commission, 582 F.2d 628, 633, 199 USPQ 129, 
133 (CCPA 1978), our predecessor court stated that the presumption 
of validity requires that “the burden of persuasion is and remains 
always upon the party asserting invalidity, whether the most perti- 
nent prior art was or was not considered by the examiner.” In As- 
tra-Sjuco, A.B. v. U.S. International Trade Commission, 629 F.2d 
682, 688-90, 207 USPQ 1, 6-8 (CCPA 1980), the court held that the 
evidence before the Commission was insufficient under the clear 
and convincing standard to overcome the presumption of validity, 
the defense of invalidity having been asserted by respondents. See 
also Aktiebolaget Karlstads Mekaniska Werkstad v. U.S. Interna- 
tional Trade Commission, 705 F.2d 1565, 217 USPQ 865 (Fed. Cir. 
1983); Stevenson v. U.S. International Trade Commission, 612 F.2d 
546, 204 USPQ 276 (CCPA 1979). In all of these cases the respond- 
ent asserted the invalidity, and the Commission consistently af- 
forded the patent the presumption of validity, subject to rebuttal by 
clear and convincing evidence. 

In In re Certain Trolley Wheel Assemblies, Inv. No. 337-TA-161, 
USITC Pub. No. 1605 (November 1984), the validity of the patent 
was not challenged by any party and the patent was presumed val- 
id. Similarly in Jn re Certain Miniature Plug-In Blade Fuses, Inv. 
No. 337-TA-114, 221 USPQ 792, 798 (USITC 1983), the “complain- 
ant chose to rely on the statutory presumption that patents are val- 
id” and “did not proffer evidence concerning the validity of the pat- 
ents in issue” (procedures for which the Commission criticizes Lan- 
nom); the Commission held the patents valid in the absence of 
rebuttal evidence and noted that the Staff “apparently did not find 
reason to challenge the validity”. See also In re Certain Molded-In 
Sandwich Panel Inserts, Inv. No. 337-TA-99, 218 USPQ 832, 836 
(USITC 1982), aff'd sub nom. The Young Engineers, Inc. v. U.S. In- 
ternational Trade Commission, 721 F.2d 1305, 219 USPQ 1142 (Fed. 
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Cir. 1983). In In re Certain Caulking Guns, Inv. No. 337-TA-139, 
223 USPQ 338 (USITC 1984), where only the Staff asserted invalidi- 
ty, the presumption of validity was nonetheless held to be unrebut- 
ted by clear and convincing evidence. 

In actions before the Commission as in the courts, the presump- 
tion of validity is not lost. As this court has often said, a patent is 
“born valid” when it is granted by the Patent and Trademark Of- 
fice. Datascope Corp. v. SMEC, Inc., 776 F.2d 320, 323, 227 USPQ 
838, 840 (Fed. Cir. 1985); Roper Corp. v. Litton Systems, Inc., 757 
F.2d 1266, 1270, 225 USPQ 345, 347 (Fed. Cir. 1985). It is presump- 
tively valid, and its validity need not be re-established if validity is 
not raised as a defense in a section 337 action. 


C 


It is beyond cavil that a district court does not have authority to 
invalidate a patent at its own initiative if validity is not challenged 
by a party. The Commission argues that it has a public responsibili- 
ty to verify the validity of any patent brought before it under sec- 
tion 337. 

In support of its position that the Commission has authority sua 
sponte to determine validity, the Commission cites Udall v. Federal 
Power Commission, 387 U.S. 428 (1967), and Scenic Hudson Preser- 
vation Conference v. Federal Power Commission, 354 F.2d 608 (2d 
Cir. 1965), cert. denied sub nom. Consolidated Edison Co. of New 
York, Inc. v. Scenic Hudson Preservation Conference, 384 U.S. 941 
(1966). In these cases the courts required the Federal Power Com- 
mission to develop the facts concerning, and give full consideration 
to, such issues as the environmental and developmental impact of 
the proposed power generators, because the Federal Power Act re- 
quires such inquiry incident to the grant of federal licenses. By 
analogy, the Commission argues, the Trade Act requires the Com- 
mission to review patent validity. The analogy is strained. There is 
no statutory presumption before the Federal Power Commission, 
and while the Federal Power Act assigned this specific duty of in- 
quiry to the regulatory agency, the Trade Act is explicit in referring 
to “defenses”. Other cases cited by the Commission also relate to 
the need for the regulatory agency to develop a complete record in 
order to fulfill its regulatory assignment, see, e.g., Confederated 
Tribes and Bands of the Yakima Indian Nation v. Federal Energy 
Regulatory Commission, 746 F.2d 466 (9th Cir. 1984), holding that 
the FERC was required by the Federal Power Act to examine fish- 
ery issues and issue an environmental impact statement before issu- 
ing a license. The situations, the controlling statutes, and the public 
policies, are not comparable. 

Patent invalidity is a statutory defense, not a regulatory duty. In 
Young Engineers, 721 F.2d at 1315, 219 USPQ at 1152, this court ob- 
served that “any determination of unfair acts is dependent upon 
the private rights between parties in the position of complainant 
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and respondent”, and that the 1974 amendment of section 337 per- 
mitting the presentation of all legal and equitable defenses re- 
flected recognition by Congress that “essentially private rights are 
being enforced in the proceeding.” 

The Commission argues that “great mischief’ can result if an 
“unworthy” patent could avoid scrutiny when, as here, the only re- 
spondent (Diamond Sports) who challenged patent validity was re- 
moved from the action by settlement. The Commission does not ex- 
plain why a patent duly examined by the Patent and Trademark 
Office must be presumed “unworthy” to the point that, if not chal- 
lenged, the examination must nevertheless be repeated by the In- 
ternational Trade Commission. Spontaneous administrative duplica- 
tion of the work of one agency by another, to avoid “mischief” if the 
first agency erred, shall not be inferred or implied. 

As stated in Chevron U.S.A. Inc. v. Natural Resources Defense 
Council, 467 U.S. 837, 842 (1984), in connection with an agency’s 
construction of the statute it administers, “If the intent of Congress 
is clear, that is the end of the matter; for the court, as well as the 
agency, must give effect to the unambiguously expressed intent of 
Congress.” The Court admonished that “The judiciary is the final 
authority on issues of statutory construction and must reject admin- 
istrative constructions which are contrary to clear congressional in- 
tent.” Jd. at 843 n.9 and cases cited therein. 

The Court in Chevron observed that if a “statute is silent or am- 
biguous with respect to the specific issue, the question for the court 
is whether the agency’s answer is based on a permissible construc- 
tion of the statute.” Jd. at 843 (citing Morton v. Ruiz, 415 U.S. 199, 
231 (1974)). Discussing the “principle of deference to administrative 
interpretations”, id. at 844, the Court emphasized that such defer- 
ence does not authorize contravening the intent of Congress. Jd. at 
844-845. Nor, of course, does it authorize an administrative agency 
to exceed the authority Congress granted it. See, e.g., Cowan v. Unit- 
ed States, 710 F.2d 803, 805 (Fed. Cir. 1983). In the full sweep of leg- 
islative amendment, debate, and commentary related to section 337, 
we have found no suggestion that Congress intended to grant the 
Commission the initiative it now asserts. 

The purpose of section 337 from its inception was to provide relief 
to United States industry from unfair acts, including infringement 
of United States patents by goods manufactured abroad. The statute 
authorizes the Commission to consider “all legal and equitable de- 
fenses”, including that of patent invalidity, when, as the legislative 
history states, such issues are raised. The ultimate question is “one 
of congressional intent, not one of whether this Court thinks that it 
can improve upon the statutory scheme that Congress enacted into 
law”. Touche Ross & Co. v. Redington, 442 U.S. 560, 578 (1979). The 
Supreme Court has frequently observed that when Congress intends 
to grant a right of action, it does so clearly and unambiguously. In 
Middlesex County Sewerage Authority v. National Sea Clammers 
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Association, 453 U.S. 1, 15 (1981), dealing with an asserted private 
right of action, the Court stated “[iJn the absence of strong indicia 
of a contrary congressional intent, we are compelled to conclude 
that Congress provided precisely the remedies it considered 
appropriate.” 

We conclude, therefore, that Congress did not authorize the Com- 
mission to redetermine patent validity when no defense of invalidi- 
ty has been raised. The Commission’s holding that the ‘295 patent is 
invalid is vacated. 


II 


The ALJ determined that the claims, if valid, were infringed by 
some of the imported softballs, and the ID contains extensive find- 
ings pertinent to the issue. The Commission refused either to adopt 
or reject the ALJ’s determinations on infringement, while adopting 
his injury determination. Thus the issue of infringement is not 
before this court, no final determination thereof having been made. 

Although infringement and injury are separate components of a 
section 337 determination, in this case it would not be possible to 
review the injury determination in isolation. The Commission ar- 
gues that it did not have to decide infringement ‘because tendency 
to injure is not dependent on infringement” but is a “separate stat- 
utory criterion requiring independent proof”. In Textron, Inc. v. 
U.S. International Trade Commission, 753 F.2d 1019, 224 USPQ 625 
(Fed. Cir. 1985), cited by the Commission, the Commission first de- 
termined the asserted unfair acts of false advertising and trade- 
mark infringement, and then determined whether the unfair acts 
that they found caused injury. Section 337 indeed requires inde- 
pendent proof of injury, but it is the injury caused by the infringing 
acts that must be determined. 

We agree that there may be circumstances wherein no injury will 
be shown even if all doubt as to infringement is resolved in favor of 
the complainant. The case at bar is not so simple, however, because 
the ALJ did not direct his analysis of injury to that caused by in- 
fringing goods to the corresponding domestic industry. Thus the de- 
termination of which goods are covered by the patent claims is es- 
sential to the ensuing determination of injury, and we cannot re- 
view the latter without first reviewing the former. 

Lannom argues that the Commission by implication adopted the 
ALJ’s findings on infringement because it affirmed the ALJ’s deci- 
sion on tendency to injure, and therefore that the infringement is- 
sue is properly before us for appellate review. But in this case the 
Commission was not silent: the Commission expressly stated that it 
“neither affirms nor reverses the ALJ as to [infringement]’. In view 
of this statement we can not assume, or infer, that the findings on 
infringement were affirmed by the Commission. These findings can 
not receive appellate review absent determination thereof by the 
Commission. 
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Section 337 investigations focus on injury to the domestic indus- 
try by infringing imports. See, e.g., In re Certain Molded-in Sand- 
wich Panel Inserts, 218 USPQ at 836-37; In re Certain Caulking 
Guns, 223 USPQ at 428. In the case at bar the ALJ made a complex 
series of findings concerning infringement, to the effect that some 
of the Diamond imports having a certain coefficient of rebound, and 
certain cores produced by the Taiwan company Mansui Chemplas, 
were outside the scope of the patent claims as the ALJ interpreted 
them. Lannom assigned error to these findings in its petition to the 
Commission, as did the Staff. If these findings are indeed in error, 
the injury determination would be based on different figures than if 
these findings are correct. By declining either to accept or reject the 
ALJ’s findings on infringement, the Commission had an inadequate 
basis on which to review the ALJ’s findings on injury. 

The Commission decision that expressly “neither affirms nor 
reverses the ALJ” on infringement thus inhibited expeditious reso- 
lution of the matters before it, as required by 19 U.S.C. § 1337(b\(1). 
In Beloit Corp. v. Valmet OY, 742 F.2d 1421, 1422-23, 223 USPQ 
193, 194 (Fed. Cir. 1984), cert. denied, 105 S. Ct. 2706 (1985), this 
court commented that section 210.53(h) is “ambiguous” as to wheth- 
er it authorized the Commission to refuse to take a position on an 
issue decided by the ALJ. In Beloit, however, that refusal had no 
adverse consequences; the Commission did take a position on the as- 
serted unfair act, its holding of noninfringement was reviewed on 
appeal, and its affirmance was dispositive of the section 337 
question. 

In Lannom’s case the Commission neither decided if unfair acts 
existed, nor brought the matter to sufficient finality to enable ap- 
pellate review of this threshold question. Therefore we vacate the 
decision of absence of tendency to injure, and remand to the Com- 
mission for determination of infringement and redetermination of 
injury based on articles that are found to infringe the patent. 


VACATED AND REMANDED 


(Appeal No. 85-2632) 


Corninc GLAss WorKS, APPELLANT v. U.S. INTERNATIONAL TRADE CoMMIS- 
SION, APPELLEE, SUMITOMO ELEcTRIC INpusTRIES, Ltp., Sumitomo ELECTRIC 
U.S.A., INc., INTERVENORS 


Kenneth B. Herman and Lars I. Kulleseid, of Fish & Neave, New York, New York, 
argued for appellant. With them on the brief were Daniel M. Gantt and Thomas J. 
Vetter. Alfred L. Michaelsen, Corning Glass Works, Corning, New York, of counsel. 

Wayne W. Herrington, Office of the General Counsel of Washington, D.C., argued 
for appellee. With him on the brief were Lyn M. Schlitt, General Counsel and Mi- 
chael P. Mabile, Assistant General Counsel. 

Italo H. Ablondi, of Ablondi & Foster, P.C., Washington, D.C., and George T. 
Mobille, of Cushman, Darby & Cushman, Washington, D.C. argued for intervenors. 
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With them on the brief were F. David Foster and Sturgis M. Sobin, of Ablondi & Fos- 
ter, P.C. and Robert W. Adams, of Cushman, Darby & Cushman. 


Appealed from: U.S. International Trade Commission. 


(Appeal No. 85-2632) 


Corninc GLASS WorKS, APPELLANT v. U.S. INTERNATIONAL TRADE ComMIS- 
SION, APPELLEE, SUMITOMO ELEcTRIC INDUSTRIES, LTD., SUMITOMO ELECTRIC 
U.S.A., INc., INTERVENORS 


(Decided August 27, 1986) 


Before Nis, BIssELL and ARCHER, Circuit Judges. Nigs, Circuit 
Judge. 

Corning Glass Works appeals from the International Trade Com- 
mission’s determination that the importation and sale of certain op- 
tical waveguide fibers manufactured in Japan by Sumitomo Electric 
Industries, Ltd. (SEI) and sold in the United States by Sumitomo 
Electric U.S.A., Inc. (SEUSA) (collectively Sumitomo) did not violate 
section 337 of the Tariff Act of 1930, as amended, 19 U.S.C. § 1337 
(1982).! Although the subject imports were found to infringe Corn- 
ing’s U.S. Patent No. 3,659,915 covering certain optical waveguide 
fibers and to have been made abroad using a process claimed in 
Corning’s U.S. Patent No. 3,933,454 covering a flame hydrolysis 
method for making optical waveguide fibers, the Commission found 
no effect or tendency to substantially injure a domestic industry 
within the meaning of section 337 because the quantity of imports 
had been, and were likely to remain, de minimis. Corning asserts 
that the Commission has misinterpreted the statutory injury re- 
quirement and erred in its findings of facts on this issue. Our juris- 
diction over the appeal is found in 19 U.S.C. § 1337(c) (1982) and 28 
U.S.C. § 1295(a)(6) (1982). We affirm. In view of our disposition of 
the appeal on the issues related to the determination of no injury, 
resolution of the patent issues is not necessary to this decision and 
we do not address them. That part of the decision below is vacated. 


I 
PROCEDURAL BACKGROUND 


The Commission instituted the investigation at issue on April 5, 
1984, on the basis of a complaint by Corning. Corning alleged that 
Sumitomo was engaged in an unfair method of competition in the 
importation and sale of certain optical waveguide fibers. In particu- 
lar, Corning charged Sumitomo with direct infringement of claims 1 


' 19 U.S.C. § 1337 (a) provides: 
(a) Unfail methods of competition declared unlawful. 

Unfair methods of competition and unfair acts in the importation of articles into the United States, or in their sale 
by the owner, importer, consignee, or agent of either, the effect or tendency of which is to destroy or substantially in- 
jure an industry, efficiently and economically operated, in the United States, or to prevent the establishment of such 
an veg or to restrain or monopolize trade and commerce in the United States, are declared unlawful, and when 
found by the Commission to exist shall be dealt with, in addition to any other provisions of law, as provided in this 
section. (Emphasis added.) 
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and 2 of Corning’s U. S. Patent No. 3,659,915, which claims certain 
optical waveguide fibers, and with unauthorized importation and 
sale of fibers manufactured abroad using a process claimed in 
claims 1, 3 and 8 of Corning’s U. S. Patent No. 3,933,454, which 
claims a method for making optical waveguide fibers.” 

The Commission referred the case to an administrative law judge 
for an evidentiary hearing and initial determination. On January 
22, 1985, the ALJ issued his initial determination. He found that 
both patents were not proved to be invalid, or unenforceable, and 
were infringed by Sumitomo. The parties stipulated that the domes- 
tic industries operating under each patent were efficiently and eco- 
nomically operated. However, the ALJ found no effect or tendency 
to destroy or substantially injure the relevant industries. In this 
connection, he found that the optical waveguide fiber market in the 
United States had been expanding, and would continue to expand, 
faster than the capacity of the domestic industry to meet the de- 
mand. He also found that Sumitomo’s imports had had no apprecia- 
ble effect on the sales or prices of domestic producers and that such 
imports were likely to diminish in the years ahead. 

Both Corning and Sumitomo petitioned the Commission for re- 
view of various portions of the initial determination. On March 8, 
1985, the Commission ordered review of the initial determination, 
but only with respect to the issue of whether Sumitomo’s importa- 
tion or sales had the tendency to substantially injure an industry in 
the United States. 

On April 18, 1985, the Commission completed its review, deter- 
mined that there was no violation of section 337, and terminated 
the investigation. 50 Fed. Reg. 16,171 (1985). The Commission subse- 
quently issued a written opinion. Jn re Certain Optical Waveguide 
Fibers, No. 337-TA-189 (May 20, 1985). In that opinion, the Com- 
mission affirmed the portion of the initial determination finding no 
tendency to substantially injure the relevant industries. The effect 
of the Commssion’s March, 1985 order and May, 1985 opinion was 
specifically declared to affirm the ALJ’s initial determination in its 
entirety. 19 C.F.R. § 210.53(h). 


II 
THE CommIssION DECISION 


The Commission’s decision holds that there are two domestic in- 
dustries, corresponding to the subject matter of each of Corning’s 
patents. The industry under the '915 patent, that is, the patent 
claiming optical waveguide fibers, was found to consist of Corning 
and its licensees, AT&T, ITT and SpecTran; the industry under the 
‘454 patent for a process for making the fibers solely of Corning. Al- 
though licensed under the '454 process, AT&T, ITT and SpecTran 

2 Corning later dropped its allegation with respect to claim 3 of the ‘454 patent. The practice of a process abroad does not 
constitute infringement of a U.S. patent. However, the activity is declared by 19 U.S.C. § 1337a to provide grounds for ex- 


clusion of imports made by the process. For convenience, the term “infringement” will be used herein with respect to the 
‘454 patent as well as the ‘915 patent. 
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do not produce their fiber by the patented process. With respect to 
members of either domestic industry, the Commission refused to in- 
clude Northern Telecom, Inc. (NTI), which sells fiber in the United 
States imported from its parent Northern Telecom, Ltd. (NTL) 
which manufacturers the fiber in Canada under a license from 
Corning. The Commission also excluded American Fiberoptics and 
Lightwave Technologies Co., alleged by Corning to be infringers of 
its patents, and Valtec Corporation, an alleged infringer which has 
become a licensee. 

Optical waveguide fiber is sold in both cabled and uncabled form. 
Uncabled fiber is sold to firms which cable the fiber for use in tele- 
communications and other applications. Corning makes and sells 
uncabled fiber only. AT&T sells only cabled fiber. ITT makes both 
uncabled and cabled fiber, but its license contains restrictions on its 
sale of uncabled fiber. SpecTran sells only uncabled fiber. 
Sumitomo sells both cabled and uncabled fiber, competing with 
Corning in sales of uncabled fiber. 

In 1980, Sumitomo began importing and selling optical waveguide 
fiber in the United States. The U.S. market for optical waveguide fi- 
ber has grown with increasing rapidity since 1982 and is expected 
to double in size from 1985 to 1988. Detailed findings were made 
concerning the domestic producers’ failed attempts to expand their 
production capacity to supply the burgeoning market. Corning itself 
has had to import fiber from overseas to meet its needs, as have oth- 
er domestic manufacturers. Demand has outstripped supply across 
the industry. Corning’s licensees and some of the cablers who sell 
Corning fiber testified that they are unaware of any business lost to 
Sumitomo. Sumitomo’s sales efforts have been hampered by a lack 
of adequate product support service and marketing, and by an in- 
ability to offer quick delivery. The record indicates that its market 
share from imports has remained well under 1%.’ 

Sumitomo’s inability to gain a significant share of the United 
States market was a principal reason behind Sumitomo’s decision to 
build a facility in this country for research, development and pro- 
duction of optical waveguide fiber and cable. Sumitomo began con- 
struction of its United States facility, Sumitomo Electric Research 
Triangle (SERT), in October, 1983, with production projected to be- 
gin in late 1985. It was found that SERT is intended to serve as 
Sumitomo’s principal source of fiber and cable for the United States 
market. In conjunction with the start-up of SERT, Sumitomo in- 
tends to develop a sales, marketing and field engineering staff. 

The Commission determined that the record does not establish 
that Sumitomo’s importation and sale of the accused optical wave- 
guide fibers have “the effect or tendency to destroy or substantially 


3 Throughout this opinion, the court has, as much as possible, avoided disclosing materials marked confidential. The 
court itself has, however, reviewed these materials, much of which appears to be non-confidential in nature. In any event, 
“well under 1%” is the court’s characterization of Sumitomo’s market share. 
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injure” the domestic industries, as required for exclusion under sec- 
tion 337. It rejected Corning’s argument that sales activities related 
to Sumitomo’s manufacture of fibers in the United States are rele- 
vant in determining injury. Rather, the Commission limited the in- 
jury inquiry to Sumitomo’s sales of imported fibers. Finally, the 
Commission concluded that it would be speculative to find both that 
Sumitomo intended to substantially increase sales of imported fiber 
and that the domestic industry would be able to meet the rapidly 
expanding market on the evidence of record. While a lower quan- 
tum of proof of injury or tendency to injure is permitted in a patent- 
based section 337 case, per the Commission, mere speculation is not 
permitted. 


Ill 
THE STANDARD OF APPELLATE REVIEW 
Corning states the issues in this appeal in the following terms: 


1. Was the Commission wrong in determining that SEI and 
SEUSA’s importation and sale of optical waveguide fiber, held 
by the Commission to infringe Corning’s valid patents, had no 
effect of substantially injuring an efficiently and economically 
operated United States industry? 


2. Was the Commission wrong in determining that SEI and 
SEUSA’s continued importation and sale of such optical wave- 
guide fiber will have no tendency to injure substantially an effi- 
ciently and economically operated United States industry? 


These statements of the issues misdirect the focus of the appeal. 
Like numerous other appellants, Corning essentially argues its case 
to this court as it did to the tribunal from which the appeal was 
taken. We are asked to decide the original issues of the case as if 
they had not already been decided. 

The appellate function is not to determine whether the findings 
and conclusions of the Commission were right or wrong, in the 
sense that the judges of this court would or would not reach the 
same result if they were to decide the matter in the first instance. 
Issues should be framed and addressed by parties to the appeal in 
the terms mandated by the standard of review. In tinis case, the 
standard of review is statutory. 19 U.S.C. § 1337(c) provides: “Any 
person adversely affected by a final determination of the Commis- 
sion under subsection (d), (e), or (f) may appeal such determination 
to the United States Court of Appeals for the Federal Circuit for re- 
view in accordance with chapter 7 of title 5, United States Code 


* ® #994 


45 U.S.C. § 706 provides: 

To the extent necessary to decision and when presented, the reviewing court shall decide all relevant questions of 
law, interpret constitutional and statutory provisions, and determine the meaning or applicability of the terms of an 
agency action. The reviewing court shall— 

(1) compel agency action unlawfully withheld or unreasonably delayed; and 
(2) hold unlawful and set aside agency action, findings, and conclusions found to be— 


(A) arbitrary, capricious, an abuse of discretion, or otherwise not in accordance with law; 
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Under the above standard of review, a reviewing court “shall de- 
cide all relevant questions of law.“ 5 U.S.C. § 706; see SSIH Equip- 
ment S.A. v. United States, 718 F.2d 365, 371-72, 218 USPQ 678, 
684 (Fed. Cir. 1983). Thus, this court is not bound by the Commis- 
sion’s interpretation of statutory provisions. However, even though 
an issue may be denominated one of law, the court is not free sim- 
ply to substitute its view for that of the Commission. Deference 
must be given to an interpretation of a statute by the agency 
charged with its administration. United States v. Riverside Bayview 
Homes, Inc., 106 S. Ct. 455, 461 (1985). With respect to the meaning 
of the statutory requirements that an unfair method of competition 
must have “the effect or tendency * * * to destroy or substantially 
injure a domestic industry * * * in the United States.” it is particu- 
larly within the province and expertise of the Commission to define 
those phrases.’ Our function then becomes to decide whether the 
Commission’s definitions or standards are reasonable in light of the 
language, policies and legislative history of the statute. Jd.; NLRB 
v. Transportation Management Corp., 462 U.S. 393, 402-03 (1983); 
see Bally/Midway Manufacturing Co. v. U. S. International Trade 
Commission, 714 F.2d 1117, 1121-22, 219 USPQ 97, 100 (Fed. Cir. 
1983) (Commission’s interpretation overturned because of “anoma- 
lous results” and “bizarre effect”). 

In contrast, with respect to issues of fact, our scope of review is 
narrowly limited. We may only overturn a factual finding which is 
unsupported by substantial evidence. 5 U.S.C. § 706(2)E); American 
Hospital Supply Corp. v. Travenol Laboratories, Inc., 745 F.2d 1, 9, 
223 USPQ 577, 583 (Fed. Cir. 1984); General Motors Corp. v. U.S. In- 
ternational Trade Commission, 687 F.2d 476, 479-80, 215 USPQ 484, 
487-88 (CCPA 1982), cert. denied, 459 U.S. 1105 (1983). This is the 
same as the stringent standard applicable to a trial court in taking 
a case from a jury or in review of a jury verdict on a JNOV. As stat- 
ed in Consolo v. Federal Maritime Commission, 383 U.S. 607, 619-20 
(1966): 


We have defined “substantial evidence” as “such relevant evi- 
dence as a reasonable mind might accept as adequate to sup- 
ar a conclusion.” Consolidated Edison Co. v. Labor Board, 305 

S. 197, 229. “[I}t must be enough to justify, if the trial were to 
a jury, a refusal to direct a verdict when the conclusion sought 
to be drawn from it is one of fact for the jury.” Labor Board v. 
Colombian Enameling & Stamping Co., 306 U.S. 292, 300. This 


(B) contrary to constitutional right, power, privilege, or immunity; 
(C) in excess of statutory jurisdiction, a. or limitations, or short of statutory right; 

(D) without observance or procedure required by 

(E) unsupported by substantial evidence in a case subject to sections 556 and 557 of this title or otherwise re- 
viewed on the record of an agency hearing provided by statute; or 

(F) unwarranted by the facts to the extent that the facts are subject to trial de novo by the reviewing court. 


law; 


In making the foregoing determinations, the court shall review the whole record or those parts of it cited by a party, 
and due account shal! be taken of the rule of prejudicial error. 

5 In contrast, the Commission is not charged with administration of the patent statute, 35 U.S.C. § 1 et seg. Thus we do 
not defer to its interpretation of patent law. See, e.g., SSIH, 718 F.2d at 374-75, 218 USPQ at 686-87; Aktiebolaget Karl- 
- — Werkstad v. U.S. International Trade Commission, 705 F.2d 1565, 1574-77, 217 USPQ 865, 873-75 (Fed. 

ir. 1983). 
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is something less than the weight of the evidence, and the possi- 
bility of drawing two inconsistent conclusions from the evi- 
dence does not prevent an administrative agency’s finding from 
being suppo by substantial evidence. 


383 U.S. at 620; see also Atlantic Sugar, Lid. v. United States, 744 
F.2d 1556, 1562 (Fed. Cir. 1984); SSZH, 718 F.2d at 381, 218 USPQ 
at 691 (additional views of Judge Nies); Bally/Midway, 714 F.2d at 
1125, 219 USPQ at 103 (uncontradicted evidence established injury). 

With these considerations in mind, we turn to Corning’s argu- 
ments which, it asserts, warrant overturning the ITC’s determina- 
tion that Sumitomo’s imports have no effect or tendency to substan- 
tially injure the domestic industries operating under Corning’s 
patents. 


IV 


SEcTION 337 
STANDARD OF INJURY 


A 


Corning argues that the Commission erred, as a matter of law, in 
interpreting the statutory injury requirement. The test for deter- 
mining injury in a patent-based section 337 action, per Corning, is 
whether the acts of the infringer have resulted or will result in 
“conceivable losses of sales.” The argument made by Corning here 
is a familiar refrain. A similar argument was made, for example, in 
Textron, Inc. v. U.S. International Trade Commission, 753 F.2d 
1019, 224 USPQ 625 (Fed. Cir. 1985), where, despite a finding of in- 
fringement of a registered trademark in the importation and sale of 
certain goods, no exclusion order was issued because of a negative 
injury determination. In essence, owners of rights in patents, trade- 
marks and copyrights have argued, as Corning does, that infringe- 
ment of such rights inevitably has the effect or tendency to substan- 
tially injure its business by reason of loss of sales or lower profits 
since its rights are exclusive, and that no further inquiry into the 
statutory requirement for injury is necessary or appropriate. 

In affirming the Commission’s interpretation that satisfaction of 
the statutory injury requirement did not automatically follow from 
proof of infringement of rights in intellectual property, this court 
held in Textron: 


Contrary to Textron’s assertion, section 337 does not function 
merely as the international extension of our patent, trademark 
and copyright laws. See In-the-Ear Hearing Aids, Tariff Com- 
mission Pub. No. 182 at 28 (July 1966). Instead, section 337 has 
consistently been interpreted to contain a distinct injury re- 
quirement of independent proof. Jd. Congress may well have in- 
cluded this separate requirement in the original 1930 version of 
section 337 to insure that the extreme and internationally pro- 
vocative remedy contemplated therein—exclusion of imports 
from particular countries—would be implemented only when 
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this is compelled by strong economic reasons. See, e.g., S. Rep. 
No. 93-1298, 93rd Cong., 2d Sess. 199 (1974); reprinted in 1974 
U.S. Code Cong. & Ad. News 7186, 7331. Although the contem- 
plated range of remedies was expanded by the Trade Act of 
1974 to include “softer” sanctions such as cease-and-desist or- 
ders, Congress has never altered the statute’s injury require- 
ment. In fact, en expressly rejected a Nixon Administra- 
tion attempt to eliminate the injury requirement in its pro- 
posed Trade Reform Act of 1973. See H. Kaye, et al., 
International Trade Practice § 6.05 n. 1 (1984). 


753 F.2d at 1028-29, 224 USPQ at 631-32; accord Warner Brothers, 
Inc. v. U.S. International Trade Commission, 787 F.2d 562, 564, 229 
USPQ 126, 127 (Fed. Cir. 1986) (no injury found notwithstanding 
copyright infringement). 

Because section 337 does not function merely as an international 
extension of private rights under the patent statute, the statements 
of this court on the showing of injury required for the grant of an 
injunction in a patent infringement suit cannot be taken out of con- 
text and applied to the issuance of an exclusion order in a section 
337 proceeding. Upon a patentee’s proof of continuing infringement 
of a valid enforceable patent, “immediate irreparable harm is pre- 
sumed” in connection with a request to a district court for injunc- 
tive relief. Smith International, Inc. v. Hughes Tool Co., 718 F.2d 
1573, 1581, 219 USPQ 686, 692-93 (Fed. Cir.), cert. denied, 464 U.S. 
996 (1983). Congress has, however, required more for an exclusion 
order against imports, as recognized by this court unequivocally in 
Textron. The Commission is, thus, correct in its statement, 
“{Sjection 337 has elements in addition to the establishment of the 
existence of unfair practices such as patent infringement which 
must be satisfied before relief [i.e., an exclusion order] can be grant- 
ed.” In re Certain Optical Waveguide Fibers, slip op. at 21. 

Corning cannot be faulted in its analysis that a patentee is enti- 
tled to benefit from all sales in the United States of products cov- 
ered by its patent and that diversion of any sales by an infringer 
without payments of royalties is legally and in fact an economic loss 
to the patentee. However, a section 337 proceeding is not designed 
simply to protect a patent owner from loss. That truism is readily 
apparent from the statutory scheme which provides no protection 
for a patent owner in the absence of a domestic industry. The pat- 
entee in that situation suffers a real loss from infringing imports, at 
least to the extent of the loss of possible royalties, but is relegated 
to private remedies. 

There is no question here that there is a domestic industry. How- 
ever, to accept proof of a conceivable or actual loss of sales or profits 
of any amount by the patentee as sufficient proof of an effect or 
tendency to substantially injure the domestic industry would elimi- 
nate the “independent proof” of the “distinct injury requirement” 
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held to be necessary in Textron. Even if one equates the patent own- 
er with the domestic industry, the statutory injury provision speaks 
not of any injury but of an effect or tendency “to destroy or substan- 
tially injure.” Clearly, Corning’s argument that, as a matter of law, 
proof of even a single lost sale of a patented item establishes a suffi- 
cient level of injury must be rejected. Congress has directed that the 
remedy of section 337, involving as it does the act of the sovereign 
in closing our borders to certain imports, be exercised only in those 
instances where at least there is proof of a tendency to substantially 
injure the subject industry. 

In In re Von Clemm, 229 F.2d 441, 444-45, 108 USPQ 371, 373-74 
(CCPA 1955), the Court of Customs and Patent Appeals, a predeces- 
sor of this court,® approved the Commission’s interpretation that a 
section 337 violation could be found based solely on the likelihood of 
future injury, that is, despite a finding that imports had had no “ef- 
fect” on the industry at the time of the investigation. Thus, the 
Commission was correct in making a separate inquiry in this case 
with respect to the likelihood of future injury even though the 
record did not support a finding of past injury. A patent owner need 
not suffer actual past injury from infringing imports before pursu- 
ing the relief afforded by section 337. On the other hand, where the 
asserted injury is based on projections of future injury, i.e, on a 
“tendency” to substantially injure, the record must establish the ex- 
istence of relevant conditions or circumstances from which probable 
future substantial injury can reasonably be inferred. In Von Clemm, 
the Commission found such circumstances on the record before it 
and the court affirmed that finding under the substantial evidence 
standard. Jd. at 443, 108 USPQ at 372. The significance of the case 
is the approval of the dual injury inquiry. No legal standard with 
respect to the threshold of injury required to establish a “tendency” 
to substantially injure is set forth.’ 

The argument is made here that in Bally/Midway, this court 
adopted the standard that unfair methods or acts that result in 
even “conceivable losses of sales” establish injury to the domestic 
industry. That precise argument was also made in Textron and 
firmly rejected. Textron, 753 F.2d at 1028, 224 USPQ at 631. Even if 
this panel had the inclination to accept Corning’s argument, we are 
bound by the court’s holding in Textron. See Kimberly-Clark Corp. v. 
Fort Howard Paper Co., 772 F.2d 860, 863, 227 USPQ 36, 37 (Fed. 
Cir. 1985). 


6 The decisions of our predecessor courts are binding precedent. See South Corp. v. United States, 690 F.2d 1368, 1370, 215 
Usre 657 (Fed. Cir. 1982). 

The phase “conceivable losses of sales” appears in the House Report on the 1973 amendments to other parts of § 337 
and makes references to the Von Clemm decision. House Comm. on Ways and Means, Trade Reform Act of 1973, H.R. Rep. 
No. 571, 93d Cong., Ist Sess. 78 (1973). The words do not appear in Von Clemm. Congress’s characterization of the recogni- 
tion in Von Clemm of future injury as “conceivable losses of sales” cannot be faulted but it cannot be construed to mean 
that Congress eliminated the separate injury inquiry in § 337 cases based on patent infringement. A loss of sales in the fu- 
ture is “conceivable” only if supported by evidence on that issue in the record, as in Von Clemm. 

8 In Bally/Midway, the Commission had before it evidence that the foreign markets were saturated, the foreign manufac- 
turers had both a large surplus inventory and a substantial capacity to produce more infringing games, and that the foreign 
manufacturers had sent numerous solicitations to potential U.S. customers. 714 F.2d at 1124-25, 219 USPQ at 102-03. That 
evidence established the existence of relevant conditions or circumstances from which probable future substantial injury 
could reasonable be inferred. 
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B 


While Corning’s proposed “test” for injury may be easily rejected 
as statutorily impermissible, it would be difficult to articulate posi- 
tively what quantum of injury is legally required. Indeed, the ques- 
tion of quantum of injury is not one on which it would be appropri- 
ate for this court to put forth a legal standard. The statement in 
Textron that “the infringer holds, or threatens to hold, a significant 
share of the domestic market in the covered articles or has made a 
significant amount of sales of the articles” gives guidance, but it is 
not definitive of the considerations relevant to the injury inquiry. 

In any event, determination of injury is precisely the type of 
question for which the Commission has the expertise and has been 
given the responsibility to answer. Moreover, the determination of 
injury necessarily must be based upon the particular facts of each 
case.’ In view of these considerations, the appropriate function of 
this court is to review an injury determination to decide whether 
substantial evidence supports the facts relied on and whether the 
Commissioner’s determination, on the record, is arbitrary, capri- 
cious, or an abuse of discretion. In other words, we must decide 
“whether the decision was based on a consideration of the relevant 
factors and whether there has been a clear error of judgment.” Citi- 
zens to Preserve Overton Part, Inc. v. Volpe, 401 U.S. 402, 416 (1971). 
“Although this inquiry into the facts is to be searching and careful, 
the ultimate standard of review is a narrow one. The court is not 


empowered to substitute its judgement for that of the agency.” Jd. 


V 


Turning to Corning’s arguments that past injury was proved,’ 
Corning asserts that Sumitomo’s past sales have caused substantial 
injury because the amount of Sumitomo’s sales has totalled several 
million dollars. Corning asserts that this amount ipso facto meets 
the “test” of Textron that an injury is shown where sales are of a 
“significant amount.” As indicated above, the amount of sales is 
highly relevant to the injury determination; however, whether the 
amount is “significant” cannot be determined by the dollar amount 
in vacuo. “Significant” requires some further inquiry once the 
amount of sales is found. Corning’s comparison of the dollar amount 
of Sumitomo’s sales to SpecTran’s investment in its plant and to 
ITT’s profit figures is unpersuasive as a basis for deciding whether 
the amount of the infringing sales is “significant.” Conversely, the 
ALJ’s comparison of Sumitomo’s sales with the total sales of fiber 
in the U.S. market, as well as with the volume of sales of Corning 
and its domestic licensees, is meaningful and the conclusion that 
Sumitomo’s sales were de minimis in those contexts is rational. 

® Corning’s argument that the ITC decision here is inconsistent with precedent in the ITC with respect to the required 
threshold of injury does not stand up under scrutiny. As indicated, injury determinations are highly fact specific. None viti- 
ates the separate injury inquiry. 


1° The Commission adopted the ALJ’s findings and conclusions on past injury. We will therefore refer to the ALJ and his 
decision in this part of the opinion. 
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Thus, there is no basis for holding that this part of the Commis- 
sion’s decision is arbitrary or capricious. 

Corning asserts that a more lenient standard of injury or a lesser 
quantum of proof should be required for “newly emerging, high 
technology industries” than for stable, mature industries. In such 
new industries, “excess demand over supply” and “declining prices” 
are normal growth patterns, per Corning, and should not give 
Sumitomo “a right to take advantage of rising demand to make in- 
roads into the U.S. markets and to establish customer/supplier rela- 
tionships which ultimately enable Sumitomo to seize a bigger share 
of the market as that market matures.” Also, Corning argues, lost 
sales retard the patentee’s growth, the patentee’s recoupment of re- 
search and development costs and its achievement of full efficient 
operation. These are, of course, valid propositions, but they do not 
answer the question whether the sales by Sumitomo were so signifi- 
cant that they have had any of those effects. In this connection, the 
ALJ found not only that the domestic industry did not decline but 
also that Corning and its licensees could not satisfy demand for the 
product, despite increasing their capacities; that they had put cus- 
tomers on allocation; and, indeed, that they were themselves im- 
porting fiber in order to fill orders. Thus, the ALJ could not say 
that a sale by Sumitomo represented a lost sale to the domestic in- 
dustry. In addition, the presence of non-licensed United States pro- 
ducers of fiber and of a licensed foreign producer (NTL) whose prod- 
ucts were permitted by Corning to be sold in the United States by 
its subsidiary (NTI), also tended to negate Corning’s position that 
Sumitomo’s sales and market share were gained at the expense of 
the domestic industry. Thus, the evidence, per the ALJ, did not es- 
tablish a nexus between Sumitomo’s sales and any past injury to 
the domestic industry. 

Corning argues that NTI/NTL were placed on the wrong side of 
the injury equation—that their licensed sales are part of the domes- 
tic industry even though the product is manufactured abroad. The 
Commission’s interpretation that only operations within the United 
States constitute the domestic industry is reasonable and is sup- 
ported by the precedent of this court.!! Schaper Manufacturing Co. 
v. U. S. International Trade Commission, 717 F.2d 1368, 1370, 219 
USPQ 665, 667 (Fed. Cir. 1983) and cases cited therein. Any other 
view would mean that a patent owner could merely license the im- 
portation of products from abroad and claim injury within the 
meaning of section 337 to exclude unlicensed imports, despite hav- 
ing contributed little or nothing in the way of opportunities for em- 
ployment of our industrial workers, one of the stated objectives of 
the Tariff Act of 1930. Tariff Act of 1930, ch. 497, preamble, Title 
III, 46 Stat. 590 (1930) (“An Act To * * * encourage the industries of 
the United States, to protect American labor * * * .”) Moreover, we 


11 The Commission would have taken the U.S. distributor’s operations into consideration as part of the domestic industry 
but for lack of evidence of the value added by the importer to the products. 
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reject Corning’s argument that Schaper is distinguishable on the 
ground that the foreign manufacturer and U.S. distributor would 
constitute only part, not the entirety of the domestic industry. The 
Commission held otherwise and the distinction appears to us to be a 
difference without significance. Thus, we uphold the Commission’s 
refusal to include the capacity of the licensed Canadian manufac- 
turer in considering the ability of the domestic industry to meet de- 
mand or the loss of sales of imported goods by NTI. 

Corning argues that competitors who allegedly infringe its pat- 
ents also constitute part of the domestic industry operating under 
its patents, and, thus, their loss of sales should have been taken into 
account in determining past injury. However, the Commission is not 
in a position to try a multiplicity of infringement actions against 
domestic producers as part of an investigation into unfair trade 
practices in the importation of goods. On the record here, its deci- 
sion to exclude the alleged domestic infringers from the domestic 
industry operating under the patent is not arbitrary of capricious. 
Nor has this factor, which “complicated” the evaluation of injury, 
been shown to be decisive in any way. 

Similarly, other factors specifically mentioned by the ALJ, e.g., 
the aggressive pricing policy of other, much larger, licensed compet- 
itors, were seen as the cause of the reduction of domestic prices of 
optical fiber. While noting three isolated instances in which 
Sumitomo had underbid a cable competitor on a particular contract, 
(Sumitomo was not uniformly the low bidder), the ALJ found that 
such isolated instances would not have caused the massive nation- 
wide, across-the-board price reductions in the domestic industry. 
That finding is supported by substantial evidence. 

Corning also claims injury by loss of royalties from Sumitomo. 
This is rather a transparent attempt to clothe in different garb the 
argument that patent infringement per se constitutes injury. Also, 
we must note that the damage here, assuming infringement, is not 
a total loss of royalties but deferment of payment. The record indi- 
cates that Corning is pursuing an infringement action against 
Sumitomo. Civil Action No. 84 Civ. 9155 (S.D.N.Y.).!2 Corning’s cof- 
fers will be justly enriched by damages no less than a reasonable 
royalty if it is successful in that action. 35 U.S.C. § 284 (1982). 


12 The action has been stayed pending resolution of this appeal. We question this practice which appears to cause unnec- 
essary delay in resolution of the basic dispute between the parties. Here, non-patent issues are dispositive of this case. 
Moreover, the ITC takes the position that its decisions have no res judicata effect in such litigation. Accord Union Mfg. Co. 
v. Han Back Trading Co., 763 F.2d 42, 226 USPQ 12 (2d Cir. 1985). Although this question has not been addressed by this 
court, the legislative history of the Trade Reform Act of 1974 supports the Commission’s position: 

The Commission is not, of course, eet under existing law to set aside a patent as being invalid or to render it 
unenforceable, and the extent of the Commission’s authority under this bill is to take into consideration such defenses 
and to make findings thereon for the purposes of determining whether section 337 is being violated. 


The Commission’s findings neither purport to be, nor can they be, regarded as binding interpretations of the U.S. = 
ent laws in particular factual contexts. Therefore, it seems clear that any disposition of a Commission action by a Fed- 
eral Court should not have a res judicata or collateral estoppel effect in cases before such courts. 


S. Rep. No. 1298, 93d Cong., 2d Sess. 196 (1974). 
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VI 


With respect to Sumitomo’s sales having a tendency to substan- 
tially injure the domestic industry in the future, the only projected 
major change in circumstances foreseen by the Commission was 
Sumitomo’s expected production of optical fiber in the United 
States at its SERT facility in North Carolina beginning in mid-to- 
late 1985.!° The expected capacity from that plant is projected to ex- 
ceed five times the amount sold by Sumitomo between 1980-1984. 
Corning argues first that SERT and Sumitomo’s imports will have a 
“synergistic relationship—imports spurring SERT sales and SERT 
increasing imports.” Corning also points to evidence of an “under- 
standing” between SERT and a prospective purchaser of cabled fi- 
ber which it claims would not have come about had Sumitomo “not 
proven itself to [the customer] through past sales.” Finally, it is ar- 
gued that, as a result of Sumitomo’s sales and marketing efforts in 
the United States to date, Sumitomo has unfairly gained a “toe- 
hold” in the domestic market from which it can more easily in- 
crease its share in the future. 

The Commission considered the first argument unsupported by 
evidence and Corning merely urges us to adopt its view, which we 
decline to do. The Commission refused to consider the evidence of 
prospective sales by SERT, holding that “only sales of imports * * * 
can be taken into account in finding a tendency to substantially in- 


jure.” We find this interpretation of the statutory injury require- 
ment reasonable. Further, no error is shown in the findings that 
any increase in Sumitomo’s market share would be largely attribut- 
able to Sumitomo’s SERT facility. 


Vil 


Numerous additional disagreements with the Commission’s factu- 
al findings appear in appellant’s brief with citations to evidence to 
the contrary in the record. No attempt is made, however, by Corn- 
ing’s counsel, to meet its burden on appeal of showing that a partic- 
ular finding is unsupported by substantial evidence, that is, that no 
reasonable person could make the particular finding considering 
the evidence offered by both sides.'* Rather than dismiss these fac- 
tual challenges out of hand because of the inadequacies of their 
presentation, the court has attempted to review the voluminous 
record on its own. Not only does it impose on the time of the court 


13 Corning brings to our attention that Sumitomo’s target dates have not been met. 

14 In addition, statements are made by Corning as facts, citing some evidence of record but failing to indicate whether the 
Commission accepted the evidence as establishing the fact or disagreed with it. In this case, the ALJ made 718 numbered 
findings, many of which are paragraphs of sub-findings; his opinion covers 295 pages. The Commission’s opinion (reviewing 
only tendency to injure) is 21 pages. The court experienced great difficulty in determining what facts Corning actually chal- 
lenged since challenged factual findings were presented, in many instances, in the same manner as unchallenged factual 
findings. 
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to have to engage in this exercise, but also the chances of a success- 
ful appeal are diminished. The court cannot ever become as famil- 
iar with the record as counsel for the parties. 

In any event, the factual challenge of Corning not specifically ad- 
dressed herein have been considered and are affirmed, appellant 
not having carried its burden on appeal of persuading this court 
that any findings are unsupported by substantial evidence. 

Finally, Corning’s assertion of procedural error in that the Com- 
mission refused to consider post-hearing evidence is meritless. 


VIII 
CoNCLUSION 


The factors considered by the Commission in its determination of 
no injury in this investigation are relevant. Its findings are sup- 
ported by substantial evidence. None of the usual indices of injury, 
e.g., declines in sales, production, investment, profits, or employ- 
ment, are present. Similarly, its evaluation of the future levels of 
imports and their likely effect is amply supported by the record. 

As the Commission stated, its decision here does not sanction the 
infringement of U.S. patents by importers, nor does the affirmance 
by this court. This court, which hears all appeals in both civil in- 
fringement actions and section 337 investigations, cannot ignore 
that Congress established different standards for injunctions and 
for exclusion orders. 

The determination of the International Trade Commission that 
no violation of section 337 resulted from the importation from Ja- 
pan and sale in this country of certain optical waveguide fibers by 
Sumitomo is affirmed. The patent issues being mooted by affirm- 
ance on the grounds of no injury, we vacate the portion of the Com- 
mission’s decision dealing with those issues. 


AFFIRMED IN PART; VACATED IN PART 


15 The confidential appendix consists of 18 volumes, 3 of which are in Japanese. The non-confidential appendix consisting 
of 5 volumes and the non-confidential briefs served absolutely no purpose in this case since they are incomprehensible due 
to deletions. The court rules do not require such waste. 
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MEMORANDUM OPINION AND ORDER 


DiCar.o, Judge: Plaintiff challenges the United States Customs 
Service (Customs) classification of pyrolysis gasoline imported from 
Spain (merchandise). 

The merchandise was entered in May, 1980 and classified under 
item 403.90, Tariff Schedules of the United States (TSUS), as a mix- 
ture in part of products provided for in Schedule 4, Part 1, Subpart 
B, covering TSUS items 403.02 through 403.90. Plaintiff seeks clas- 
sification in Schedule 4, Part 1, Subpart A under item 401.44, 
TSUS, as “light oil,” or under item 401.80, TSUS, as a mixture of 
Subpart A products, or, alternatively, in Schedule 4, Part 10 under 
item 475. 35, TSUS, as naphtha, or under item 475.65, TSUS, as a 
mixture of hydrocarbons not specially provided for. Plaintiff also 
says that classification under item 475.35, TSUS is required by an 
established and uniform practice under 19 U.S.C. § 1315(d) (1982) or 
by a uniform practice under 19 C.F.R. § 177.10(b) (1985). 

The Court holds that the merchandise is properly classified under 
item 403.90, TSUS. 


I. PLaIntiFr’s CLAIMED CLASSIFICATIONS UNDER SCHEDULE 4, 
Part 1, Suppart A 


Plaintiff proposes two alternative classifications under Schedule 
4, Part 1, Subpart A, providing as follows: 
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Coal tar, crude (including crude blast-furnace tar, crude oil-gas 
tar, and crude water-gas tar), and organic chemical products 
found naturally in coal tar, whether produced or obtained from 
coal tar or other source [emphasis added]: 

** * 


401.44 Light oil 
** * 


401.80 Mixtures consisting wholly of two or more of the 
foregoing named products 


The proposed classifications raise the questions (1) whether item 
401.44, TSUS is an eo nomine provision covering light oil which con- 
tains products not found naturally in coal tar, and (2) whether item 
401.80, TSUS, covering mixtures “wholly of’ products named in 
Schedule 4, Part 1, Subpart A, applies to merchandise consisting in 
part of products not listed in Subpart A. 

The Court finds that the following products have not been shown 
to be found naturally in coal tar light oil: styrene, ethylbenzene, al- 
kylbenzenes other than toluene and xylene, cyclopentadeine, piper- 
ylene, isoprene and pentene. These products comprise over 12% of 
the merchandise by weight. Plaintiff argues that item 401.44, TSUS 
is an eo nomine provision for light oil, contending that the superior 
heading to Subpart A should “be interpretated as expanding the 
scope of the subpart to include * * * sources of the products set 
forth therein beyond those chemical products found naturally in 
coal tar.” Reply Brief for Plaintiff at 10 (emphasis in original). The 
Court does not agree. 

General Interpretative Rule 10(c)(i), TSUS, reads: 

(c) an imported article which is described in two or more pro- 
visions of the schedules is classifiable in the provision which 
most specifically describes it; but, in applying this rule of inter- 
pretation, the following considerations shall govern: 


(i) a superior heading cannot be enlarged by inferior 
headings indented under it but can be limited thereby 


Applying this rule, an article is classifiable under item 401.44, 
TSUS only if it meets all the requirements of the superior heading. 
See United States v. The Carbonundum Co., 63 CCPA 98, 100-101, 
C.A.D. 1172, 536 F.2d 373, 376-77 (1976). A product is classifiable as 
“light oil” under item 401.44 only if it is light oil “found naturally 
in coal tar, whether produced or obtained from coal tar or other 
source.” If Congress intended to give the “light oil” provision unlim- 
ited eo nomine scope, Congress would have provided for it without 
any limiting superior heading. 

The Court holds that the merchandise is not classifiable as “light 
oil” within item 401.44, TSUS, since it contains products not “found 
naturally in coal tar” within the meaning of the superior heading. 

Moreover, plaintiff failed to establish that the merchandise comes 
within the commercial meaning of “light oil.” Nothing in the record 
shows the term “light oil” applied to the merchandise except one 
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article written by plaintiffs expert witness. The same witness testi- 
fied that the term “light oil” does not cover products derived other 
than by distillation, which he defined as “the heating up of a mate- 
rial such that the more volatile components vaporize and are sepa- 
rated from the heavier materials.” (R. 525-26). The witness stated 
that distillation normally does not involve chemical and molecular 
changes in either the feedstock or the final product. Jd. The parties 
stipulated, however, that the pyrolysis process, through which the 
merchandise was obtained, involved significant changes in the mo- 
lecular structure of the feedstock and the final product. See Pretrial 
Order, Schedule C I. 

Further, if the tariff provision for “light oil” were interpreted to 
encompass any hydrocarbon mixture that possesses a boiling range 
of up to 210-220°C, as plaintiff also argues, the provision would cov- 
er virtually all naphthas and motor fuels and many kerosenes. That 
interpretation would render items 475.25 475.35, TSUS superfluous 
and result in a partial nullification of item 475.30, TSUS. It is axio- 
matic that “Congress is presumed not to have used superfluous 
words in a statute.” Ameliotex, Inc. v. United States, 65 CCPA 22, 
25, C.A.D. 1200, 565 F.2d 674, 677 (1977). 

Plaintiffs claim under item 401.80, TSUS also fails. Item 401.80, 
TSUS provides for: 


Mixtures consisting wholly of two or more of the foregoing 
products [those provided for in Subpart A]. 


General Headnote 9(f)(ii), TSUS defines “wholly of” as follows: 


“wholly of” means that the article is, except for negligible or 
insignificant quantities of some other material or materials, 
composed completely of the named material 


Plaintiff's Exhibit 2 shows that the merchandise consists of 62.5% 
Subpart A compounds and 37.5% non-Subpart A compounds. The 
non-Subpart A compounds are present in sufficient quantity so that 
the merchandise cannot be said to be composed completely wholly 
of Subpart A materials within the meaning of General Headnote 


9(f)(ii). 
II. PLAINTIFF’s CLAIMED CLASSIFICATIONS UNDER SCHEDULE 4, Part 10 


Plaintiff claims that the merchandise is classifiable in Schedule 4, 
Part 10, under item 475.35, TSUS, as naphtha, or alternatively 
under item 475.65, TSUS, as a mixture of hydrocarbons not special- 
ly provided for. The merchandise is described by the term “naph- 
tha” under item 475.35, TSUS, and is classifiable under that provi- 
sion unless it is also described under Schedule 4, Part 1, and classi- 
fiable thereunder by operation of headnote 1 to Schedule 4, Part 10, 
which states: 
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Any product described in this part and also in part 1 of this 
schedule is classifiable in said part 1, except fuel oils, motor fu- 
el, and lubricating oils an greases, containing by weight not 
over 25 percent of any product described in said part 1. 


The questions to be decided are (1) whether headnote 1 applies to 
products containing benzenoids which are not “added,” but are cre- 
ated during synthesis of the petroleum feedstock, and (2) whether 
the merchandise is described in part 1. 

The Tariff Classification Study states that “products described in 
part 10 would be classified in part 1 if they contained any ‘benze- 
noid’ additives.” 6 Tariff Classification Study, 167 (1960) (emphasis 
added). Since it has been stipulated that the benzenoids were creat- 
ed during the cracking process and were not added to the merchan- 
dise, plaintiff argues that headnote 1 to Part 10 does not require 
classification of its merchandise in Part 1 if it is described under 
that part. 

The Court does not agree that the Tariff Classification Study re- 
quires that benzenoid compounds be “additives” to be described 
within Part 1, and governed by headnote 1 to Part 10. Headnote 1 
to Part 1 states that unless there is a conflicting headnote else- 
where in Schedule 4, “all products described in this Part shall be 
classified hereunder even if more specifically described elsewhere in 
this schedule.” Headnote 1 to Subpart B of Part 1 states that Sched- 
ule B applies to “products having a benzenoid, quinoid, or modified 
benzenoid structure artificially produced by synthesis * * *.” 

Since the headnotes, taken together, show that benzenoids pro- 
duced by synthesis are classifiable in Part 1, Subpart B, products 
containing benzenoids produced by synthesis are classified in Part 
1, rather than Part 10. Where the language of a statute is clear, an 
allegation of ambiguity will not transform the statute into an am- 
biguous provision. See United States v. James, 54 U.S.L.W. 5030, 
5033 (U.S. June 24, 1986); Amoco, Oil Co. v. United States, 749 F.2d 
1576, 1579 (Fed. Cir. 1984). 

The Court must now decide whether the merchandise is “de- 
scribed * * * in Part 1” within headnote 1 to Part 10. The merchan- 
dise was classified in Part 1, Subpart B, under item 403.90, TSUS, 
which covers: 


Cyclic organic chemical products in any physical form a benze- 
noid, quinoid, or modified benzenoid structure, not provided for 
in subpart A or C of this part: 


403.90 Mixtures in whole or in part of any of 
the products provided for in this sub- 

1.7c per lb. + 

12.5% ad val. 


Plaintiff argues that item 403.90 does not encompass synthesized 
mixtures since the Tariff Classification Study, Schedule 4, at 21, 
says that item 403.90, TSUS was “based on” Paragraphs 27(a)(4) 
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and 27(b) of the Tariff Act of 1930, and Paragraph 27(a\5) says that 
these products cannot be synthetic. As stated above, headnote 1 to 
Subpart B says that products are described in items 403.02 through 
403.60 if they are derived by synthesis. Since item 403.90, TSUS by 
its terms covers mixtures of the products provided for in TSUS 
items 403.02 through 403.60, the Court will not look behind the 
plain meaning of statute. The Court holds that item 403.90 includes 
products produced by synthesis. 

Plaintiff also dispute that the merchandise is a mixture “in part 
of any of the products provided for in” Subpart B and classifiable 
under item 403.90, TSUS, since these products “are not commercial- 
ly recoverable from the mixtures themselves.” Reply Brief for 
Plaintiff at 35. 

General Headnote 9(f)(iv) states that “‘in part of * * * mean{s] 
that the article contains a significant quantity of the named materi- 
al.” Whether the Subpart B compounds make up a significant quan- 
tity of the merchandise depends upon whether the compounds exist 
in a quantity sufficient to perform a useful function or part of the 
primary function of the merchandise. See Northam Warren Corp. v. 
United States, 60 CCPA 117, C.A.D. 1092, 475 F.2d 647 (1973); Unit- 
ed States v. Cavalier Shipping Co., 60 CCPA 152, C.A.D. 1103, 478 
F.2d 1256 (1973). 

The principal compounds present in the merchandise are benzene 
(32.5%), toluene (18.2%), and xylenes (7%). The toluene and xylenes 
were converted into benzene. The following Subpart B compounds 
are also present in the merchandise: ethylbenzene, vinyl toluene, 
styrene, alkylbenzenes, and alpha methyl styrene. Pretrial Order, 
Schedule C. I. L. Two laboratory analyses submitted by the parties 
disclose that these Subpart B compounds comprise either 13.34% or 
15.5% of the merchandise by weight. Pretrial Order, Schedule C L., 
L., M. 

Plaintiff sought to obtain from the merchandise as much benzene 
as possible. The toluene and xylenes were converted into benzenes 
and Subpart B compounds were also used for that purpose. 
Ethylbenzene and some alkylbenzenes were processed into benzene. 
Stryene was processed into ethylbenzene, then into benzene and fu- 
el gases. The Court finds that these compounds are used to recover 
benzene, and that they have the same function as the bulk of the 
merchandise. 

Vinyl toluene, a subpart B compound contained in the merchan- 
dise, was not used to obtain benzene. However, it was processed to 
become resin oil, which plaintiff offered for sale. Pretrial Order, 
Schedule C I., O (4), (12). The Court finds that vinyl toluene per- 
formed a significant and useful function. 

Plaintiff argues without authority that each Subpart B product 
must be measured separately to determine if each separate product 
is present in commercially significant amounts. The Court disagrees 
and holds that the merchandise may be deemed a mixture “in part 
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of” the products set forth in Subpart B if the products, taken cumu- 
latively, satisfy the rule set forth in General Headnote 9(f)(iv). 

In conclusion, the Court finds that the Subpart B compounds, 
comprising from 13.3% to 15.5% of the imported merchandise, are 
“present in a quantity sufficient to perform a useful function,” 
Northam Warren Corp., 60 CCPA at 120, 475 F.2d at 650, or “are 
present in sufficient quantity to perform a part in the primary func- 
tion of the article,” United States v. Cavalier Shipping Co., 60 CCPA 
at 156, 478 F.2d at 1259 (1973). The Court holds that the merchan- 
dise is a mixture that is “in part” of the products provided for in 
Subpart B. As such, it is classifiable in item 403.90, TSUS, and 
headnote 1 to Part 1 and headnote 1 to Part 10 preclude classifica- 
tion under TSUS items 475.35 or 475.65. 


III. PLaintirr’s Claim THaT Customs PRACTICES REQUIRE CLASSIFICATION 
Unoer Item 475.35, TSUS 


Plaintiff says that even assuming that the merchandise is de- 
scribed by item 403.90, TSUS, it should nevertheless be classified 
under item 475.35, TSUS since Customs had an established and uni- 
form practice of classifying the merchandise under that provision. 
Section 315(d) of the Tariff Act of 1930, as amended, 19 U.S.C. 
§ 1315(d) (1982) provides in part: 


No administrative ruling resulting in the imposition of a 
higher rate of duty or charge than the Secretary of the Treas- 
ury shall find to have been applicable to imported merchandise 
under an established and uniform practice shall be effective 
with respect to articles entered for consumption or withdrawn 
from warehouse for consumption prior to the expiration of thir- 
ty days after the date of " hiieatlon in the Federal Register of 
notice of such ruling * 


Plaintiff learned through the discovery process of facts which it 
contends show that at the time of entry only petroleum products 
containing benzenoids which were physically added were classified 
under Part 1 of Schedule 4 rather than under Part 10. According to 
plaintiff, since Customs disregarded this established and uniform 
practice when it classified the merchandise under Part 1, and no 
notice of a change in practice was published in the Federal Regis- 
ter, Customs classification is erroneous. 

Defendant asserts that the Court may not consider plaintiffs ar- 
guments regarding an established and uniform practice because it 
lacks jurisdiction to do so. Defendant says that in order for plaintiff 
to claim classification based upon an established and uniform prac- 
tice, it must have raised the alleged practice in its protest and can- 
not do so now. The Court disagrees. 

New grounds may be raised in actions brought before the Court 
under 28 U.S.C. § 2638 (1982) which provides: 
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In any action under section 515 of the Tariff Act of 1930 in 
which the denial, in whole or in part, of a protest is a precondi- 
tion to the commencement of a civil action in the Court of In- 
ternational Trade, the Court by rule may consider any new 
ground in support of the civil action so long as the new 
ground— 


(1) applies to the same merchandise that was the subject of 
the protest; and 

(2) is related to the same administrative decision listed in 
section 514 of the Tariff Act of 1930 [19 U.S.C. § 1514] 
that was contested in the protest. 


The established and uniform practice claim relates to the same 
merchandise that was the subject of the protest. This new ground is 
also “related to the same administrative decision” under section 
1514 that was contested in plaintiff's protest, since the protest chal- 
lenged the classification of the merchandise under section 
1514(a)(2), and the merchandise would be classified differently if the 
claimed established and uniform practice is found to exist. 

The Court finds without merit defendant’s argument that an es- 
tablished and uniform practice “only tangentially effects [sic] the 
classification and rate of duty,” brief for defendant at 43, and re- 
lates solely to the liquidation of the merchandise—a matter listed 
in 19 U.S.C. § 1514(a)(5). Its argument is based on cases discussing 
whether merchandise was properly or improperly liquidated in ac- 
cordance with established and uniform practices. See Rank Preci- 
sion Instruments, Inc. v. United States, 68 CCPA 78, C.A.D. 1269, 
660 F.2d 476 (1981); Asiatic Petroleum Corp. v. United States, 59 
CCPA 20, C.A.D. 1029, 449 F.2d 1309 (1971). 

Aside from the fact that these cases have nothing to do with rais- 
ing new grounds under section 2638, each contains ample language 
demonstrating the relationship between established and uniform 
practices and the classification of merchandise. Any relationship be- 
tween the established and uniform practice and the liquidation of 
the merchandise presents no barrier to plaintiffs raising the new 
ground under section 2638 provided the new ground is related to 
the decision under section 1514 which is challenged in the protest. 
In Pagoda Trading Co. v. United States, 9 CIT ——, Slip Op. 85-87 
(August 27, 1985) appeal docketed, No. 86-750 (Fed. Cir. Dec. 18, 
1985), the Court held that a claim that merchandise was deemed 
liquidated by operation of law related to the classification, appraise- 
ment and liquidation of the merchandise—three separate decisions 
under 19 U.S.C. § 1514(a): 


The fact that plaintiff's new ground for protest also falls within 
category (3) of § 1514(a), as a challenge to the validity of the 
February 26, 1982, liquidation is not dispositive. The essential 
fact is that the new “ground” relates to the original protest of 
the classification and appraisement decisions. 


Slip Op. at 6. 
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In this case, the fact that the new ground relates to the liquida- 
tion does not bar its consideration since the claimed established and 
uniform practice relates to the classification decision. See 19 U.S.C. 
§ 1514(a)(2). 

Defendant’s argument also fails to acknowledge that plaintiff did 
not challenge the liquidation decision when it protested the classifi- 
cation of its merchandise: 


all decisions of the collector involved in the ascertaining and 
fixing the rate and amount of duties chargeable against import- 
ed merchandise entered for consumption are merged in and be- 
come a part of a legal liquidation, and it is a legal liquidation 
only * * * against which a protest will lie. 


Dart Export Corp. v. United States, 43 CCPA 64, 73, C.A.D. 610 
(1956), cert. denied, 352 U.S. 824 (1956) (quoting United States v. B. 
Holman Inc., 29 CCPA 3, 14, C.A.D. 164 (1941)). Since a classifica- 
tion decision is merged in and becomes a part of a liquidation, an 
importer protesting classification of merchandise thereby protests 
the liquidation. 

The Court also does not find that any limitation is placed on the 
jurisdiction of the Court by the holding in Silvine Industries, Inc. v. 
United States, 59 Cust. Ct. 355, C.D. 3168 (1967). In that case, decid- 
ed when the protest served as the importer’s pleading in the Cus- 
toms Court, plaintiff had failed to plead “in its protests or by 
amendment” an alleged change in an established and uniform prac- 
tice. Id. at 357. Without discussing 28 U.S.C. § 2642 (1964) (repealed 
1970), a predecessor to section 2638 which gave the Customs Court 
discretion whether to allow amendments to protests, the Court held 
that the failure to plead or amend placed the claim beyond the 
scope of judicial review. 

Other cases cited by defendant are inapposite. In Audiovox Corp. 
v. United States, 764 F.2d 848 (Fed. Cir. 1985), aff'g 8 CIT 233, 598 
F. Supp. 387 (1984), plaintiff’s first protests did not request duty- 
free treatment under the Generalized System of Preferences (GSP), 
and plaintiff filed new protests contesting the refusal to grant GSP 
treatment. Since plaintiff filed a second protest rather than an ac- 
tion challenging denial of the first protests, the Court lacked juris- 
diction over plaintiff's claim. Computime, Inc. v. United States, 772 
F.2d 874 (Fed. Cir. 1985), aff'g 8 CIT 259, 601 F. Supp. 1029 (1984), 
involved entries of watches and watches which were classified 
under separate provisions. Plaintiffs protest contesting the classifi- 
cation of the watches was granted by Customs. After reliquidation 
plaintiff filed a second protest contesting the classification of the 
watch bands. The Court held the second protest invalid since an im- 
porter cannot reserve for later protest a separate aspect of the same 
entry. 

None of the authorities cited by defendant hold that a plaintiff 
may not raise under section 2638 the existence of an established 
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and uniform practice concerning the merchandise that is the sub- 
ject of its protest. The Court holds that under section 2638 it may 
consider plaintiffs argument that an established and uniform prac- 
poo — classification of the merchandise under item 475.34, 
TSUS. 

Plaintiff argues that an established and uniform practice 
required that benzenoid products must be physically added to re- 
quire classification in Part 1 rather than in Part 10. Plaintiff first 
says there was a finding by the Secretary of the Treasury (Secre- 
tary) under section 1315(d) that an established and uniform practice 
existed by virtue of several memoranda written by a National Im- 
port Specialist in New York. The National Import Specialist is re- 
sponsible for advising Customs officials throughout the country on 
the classification of naphthas. 

Plaintiff argues that an established and uniform practice 
required that benzenoid products must be physically added to re- 
quire classification in Part 1 rather than in Part 10. Plaintiff first 
says there was a finding by the Secretary of the Treasury (Secre- 
tary) under section 1315(d) that an established and uniform practice 
existed by virtue of several memoranda written by a National Im- 
port Specialist in New York. The National Import Specialist is re- 
sponsible for advising Customs officials throughout the country on 
the classification of naphthas. 

No court has held, and plaintiff presents no authority, that a Na- 
tional Import Specialist was authorized to make findings on behalf 
of the Secretary. Compare Washington Handle Co. v. United States, 
34 CCPA 80, 87, C.A.D. 346 (1946) (collectors at two Seattle ports 
unauthorized to making section 1315(d) findings), with Petroleum 
Corp. v. United States, 59 CCPA 20, 449 F.2d 1309 (1971) (Acting 
Commissioner of Customs authorized), and Rank Precision Indus- 
tries, Inc. v. United States, 68 Cust. Ct. 78, C.A.D. 1269, 660 F.2d 476 
(1981) (Director, Classification and Value Division authorized). The 
National Import Specialist testified that statements and recommen- 
dations of National Import Specialists are not binding on Customs 
Headquarters, nor on other ports throughout the nation. The Court 
holds that the National Import Specialist did not have authority to 
make a finding on behalf of the Secretary under section 1315(d). 

Plaintiff also argues that an established and uniform practice ex- 
ists by virtue of C.S.D. 79-476, a ruling by the Director of the Classi- 
fication and Value Division published in the Customs Bulletin. That 
ruling revoked an earlier ruling, C.S.D. 79-119, which concerned a 
product called VM & P naphtha, consisting of 48.5% paraffins, 
41.7% naphthas, and a total of 9.8% aromatics. The earlier ruling 
held that VM & P naphtha containing a significant amount of ben- 
zenoid components could not be classified in Part 10 of Schedule 4 
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due to the wording of Headnote 1 to Part 10. In C.S.D. 79-476, how- 
ever, Customs held that VM & P naphtha, which contains inciden- 
tally synthesized benzenoid compounds in relatively small percent- 
ages, could be classified separately from petroleum naphthas to 
which synthesized petroleum naphthas have been added. The ruling 
stated: 


The petroleum naphtha described herein, not containing any 
added synthetic benzenoid components, is classifiable as petro- 
leum naphtha in item 475.35, TSUS [emphasis added]. 


Defendant says that the merchandise in this case is not identical 
to VM & P naphtha, and therefore C.S.D. 79-476 has no application 
to the merchandise. The National Import Specialist testified that 
the ruling covered only so-called “straight-run naphthas” not pro- 
duced by synthesis, and therefore did not cover the merchandise. 

Plaintiff argues that regardless whether C.S.D. 79-476 involved 
straight-run naphthas as opposed to pyrolyzed naphthas, the Cus- 
toms ruling applies to “the classification of all naphthas containing 
benzenoids and no distinction is made with respect to the methods 
of their production.” Reply Brief for Plaintiff at 46. The Court 
disagrees. 

A finding constituting an established an uniform practice is appli- 
cable only where it clearly describes the subject merchandise. Rank 
Precision Industries, v. United States, 68 CCPA 78, 83, C.A.D. 1269, 
660 F.2d 476, 480 (1981). Merchandise will not be classified in ac- 
cordance with an established and uniform practice if plaintiff fails 
to prove that its merchandise is identical to that covered by a find- 
ing under section 1315(d). Ditbro Pearl Co. v. United States, 62 
CCPA 95, 99, C.A.D. 1152, 515 F.2d 1157, 1161 (1975) (Miller, J., 
concurring). 

Since plaintiff has failed to prove that its merchandise is the 
same as the VM & P naphtha discussed in C.S.D. 79-476, that Cus- 
toms ruling does not constitute a finding under section 1315(d) that 
plaintiffs merchandise is classifiable under item 475.35, TSUS 
based on an established and uniform practice. 

Plaintiff also argues that under 19 C.F.R. § 177.10(b) (1985) “any 
ruling regarding a rate of duty which is published in the Customs 
Bulletin will establish a uniform practice.” Brief for Plaintiff at 51. 
Section 177.9(b\(2) of Customs Regulations states: 


Each ruling letter setting forth the proper classification of an 
article under the provisions of the Tariff Schedules of the Unit- 
ed States will be applied only with respect to transactions in- 
volving articles identical to the sample submitted with the rul- 
ing request or to articles whose description is identical to the 
description set forth in the ruling letter. 


Based on the Court’s finding that plaintiff failed to prove that its 
merchandise is identical to that discussed in C.S.D. 79-476, the 
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Court need not determine whether C.S.D. 79-476 constitutes a “uni- 
form practice” under 19 C.F.R. § 177.10(b). 

Finally, plaintiff argues that even if there is no finding of an es- 
tablished and uniform practice under 19 U.S.C § 1315(d), the Court 
may make a finding as to whether a uniform and established prac- 
tice existed concerning the merchandise at the time of entry. 

In Heraeus-Amersil, Inc. v. United States, Nos. 86-602/650 (Fed. 
Cir. July 8, 1986), our appellate court held that this court can find 
that an established and uniform practice exists in the absence of a 
“finding” by the Secretary when the Secretary fails to act on a re- 
quest for such a finding. In Heraeus-Amersil the Court said that the 
protest, which challenged Customs classification on the basis of an 
alleged established and uniform practice effectively served as a re- 
quest that the Secretary to make a finding. The Court interpreted 
the denial of plaintiff's protest as a failure on the part of the Secre- 
tary to act on the request to make a finding of an established and 
uniform practice. The Court said that “where the Secretary fails to 
respond to a request that he find the existence of an established and 
uniform practice, the courts can make that finding in his stead.” 
Slip Op. at 12. 

In the present case plaintiff did not request that the Secretary 
make a finding that there is an established and uniform practice 
concerning the classification of the merchandise. Nor is there any- 
thing in the protest which can be construed as such a request. 
Under the circumstances, there is no authority under Heraeus- 
Amersil for the Court to make a finding in place of the Secretary as 
to the existence of an established and uniform practice. Since plain- 
tiff has failed to show a finding of or a request for an established 
and uniform practice under section 1315(d), or a publication of a 
uniform practice regarding the merchandise under 19 C.F.R. 
§ 177.10(b), the Court holds that the merchandise is properly classi- 
fied under item 403.90, TSUS. 

Judgment will be entered accordingly. So ordered. 


(Slip Op. 86-86) 
CR INDUSTRIES, PLAINTIFF v. UNITED STATES, DEFENDANT 
Court No. 83-2-00244 
Before Tsoucaas, Judge. 


OPINION AND ORDER 


[Defendant’s motion to dismiss for lack of jurisdiction granted in part; plaintiff's 
motion for summary judgment granted in part and denied in part; defendant’s cross- 
motion for summary judgment granted.] 
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(Dated August 19, 1986) 


Schnader, Harrison, Segal and Lewis (Saul L. Sherman and Dennis A. Adelson) for 
the plaintiff. 

Richard K. Willard, Assistant Attorney General; Joseph I. Liebman, Attorney in 
Charge, International Trade Field Office, Commercial Litigation Branch, Civil Divi- 
sion, Department of Justice (Saul Davis) for the defendant. 


TsoucaLas, Judge: This action is before the Court, pursuant to 
Rule 56, on plaintiff's motion for summary judgment. The dispute 
arises over the classification of plaintiff's merchandise, a thin- 
walled wear sleeve and accompanying protective metal cup. Plain- 
tiff argues that the proper classification is as an entirety under 


Schedule 6, Part 6, Subpart B 


Chassis, bodies (including cabs), and parts of the foregoing mo- 
tor vehicles: 


692.32* Other 3.9% ad val. 
*previously 692.27 4.0% ad val. 
Customs classified the components of the merchandise as follows: 


Wear Sleeve: 
Schedule 6, Part 4 


681.39* Machinery parts not containing electrical features 
and not specially provided for 9.0% ad val. 


*previously 680.90 9.5% ad val. 
Cup: 
Schedule 6, Part 3 


Hand tools (including table, kitchen, and household implements 
of the character of hand tools) not specially provided for, and 
metal parts thereof: 


651.47 Other: 
Of iron or steel: 
8.1% ad val. 


STATEMENT OF Facts 


Plaintiff, CR Industries (“CR”), is the exclusive importer of mer- 
chandise, known as Speedi-Sleeve kits (or simply Speedi-Sleeve), 
consisting of a thin stainless steel wear sleeve and a carbon steel 
cup which fits over the sleeve. The sleeves are used to repair worn 
shafts on various types of vehicles. The cups are packaged with the 
sleeves and serve a dual purpose: they protect the sleeves while in 
transit and are used as tools to install the sleeves on the shafts. Af- 
ter use in installation, the cups are discarded. 

Plaintiff, through the affidavit of its customs broker, asserts that 
it was the sole importer of the merchandise which was liquidated 
almost exclusively at the Port of Blaine, Washington, from 1969 
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through 1980.! During that time, plaintiff alleges that the Speedi- 
Sleeve kits were uniformly classified? as entireties under the provi- 
sion for “parts of the foregoing motor vehicles” as stated in item 
692.32, TSUS. On July 23, 1980, the import specialist at Blaine is- 
sued a notice of rate advance reclassifying the sleeve under “ma- 
chinery parts not containing electrical features and n.s.p.f.” and 
classifying the cup as “other hand tools of iron or steel.” Plaintiff 
sought a ruling from Customs Headquarters and on October 27, 
1981, the Director of the Classification and Value Division affirmed 
the classification made at Blaine. Customs also declined to rule on 
plaintiff's claim that a uniform existing practice (“UEP”) was in ef- 
fect with regard to the merchandise claiming that insufficient data 
was presented to adequately address the issue. Plaintiff filed timely 
protests as to the classification of the sleeve and cup components as 
entireties and upon their denial commenced this action against the 
defendant, the United States. 


IssuES PRESENTED 


I. Does this Court have jurisdiction over 
A. plaintiff's claim concerning the classification of the cup 
and sleeve components of the importations; and 
B. plaintiff's claim, pursuant to 19 U.S.C. § 1315(d), concern- 
ing the existence of a uniform existing practice, established by 
virtue of consistent liquidation of Speedi-Sleeve from 1969 to 
1980? 
II. Does the Speedi-Sleeve kit, as a matter of law, constitute an 
entirety within the meaning of the tariff laws? 
III. Is the merchandise, as a matter of law, properly classified as 
“parts of foregoing motor vehicles” under item 692.32, TSUS? 


Discussion oF LAw 


I. Jurisdiction 


A. This Court has jurisdiction over plaintiffs claims regarding 
both the cup and sleeve components. 

It is fundamental that the existence of a jurisdictional predicate 
is a threshold inquiry in which plaintiff bears the burden of proof. 
See McNutt v. General Motors Acceptance Corp., 298 U.S. 178, 189 
(1936); S.S. Kresge Co. v. United States, 68 Cust. Ct. 367, 370 C.R.D. 
72-8, 340 F. Supp. 1404, 1407 (1972). Pursuant to 19 U.S.C. 
§ 1514(c\(2) and 28 U.S.C. § 1581(a), in order for this Court to ac- 
quire jurisdiction, the importer must file the requisite protest with- 
in 90 days of notice of liquidation. Section 1514(c)(1)° regulates the 


! Plaintiff also admits that a “few urgent air shipments” entered at the port of Seattle and Chicago. Plaintiff's Reply 
Memorandum at 23. 

2 Plaintiff claims not to have actual records of the entries made during the years in question and relies on the statement 
of its affiant. Defendant, through the affidavit of its attorney, claims to be unable to secure the relevant records from Cus- 
toms. Defendant’s Memorandum, Davis Affidavit at 2. 

3 Section 1514(cX1) provides in pertinent part that a protest should set forth “distinctly and specifically each decision de- 
scribed in subsection (a) of this section as to which protest is made; each category of merchandise affected by each such deci- 
sion as to which protest is made; and the nature of each objection and reasons therefor.” 19 U.S.C. § 1514(cX1) (1982). 
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form and content of that document. It requires, inter alia, particu- 
larized reference to the decision contested and the nature of each 
objection. In this action, the jurisdictional issues center on the suffi- 
ciency of plaintiff's protest. 

It is often written that “at the time he makes his protest the im- 
porter must have in mind the objection afterwards made at the tri- 
al.” Mattel, Inc. v. United States, 72 Cust. Ct. 257, 260-61, C.D. 
4547, 377 F. Supp. 955, 959 (1974) quoting United States v. Sheldon 
& Co., 5 Ct. Cust. Apps. 427, 429, T.D. 34946 (1914). Further, the 
protests do not require technical precision, National Carloading 
Corp. v. United States, 44 Cust. Ct. 493, Abs. 64258 (1960), and need 
only “when fairly construed * * * show * * * that it was sufficient 
to notify the collector of its true nature and character * * *.” Amer- 
ican Mail Line, Ltd. v. United States, 34 CCPA 1, 6, C.A.D. 335 
(1946) quoting Davies v. Arthur, 96 U.S. 148, 151 (1878). 

In this action, the defendant contends that plaintiffs protests are 
jurisdictionally defective as to the cup because they fail to expressly 
raise the issue of the classification of that component. Plaintiff's 
protests refer to the “classification of the sleeve repair kits” or in 
some cases to simply “classification of the sleeves.” It is fairly clear 
that plaintiff must have envisioned the objection now asserted 
before the Court at the time of the protest because plaintiff had pre- 
viously raised the issue in its communications with Customs in 1981 
when it claimed the entire kit was dutiable as an entirety under the 
provision for motor vehicle parts. 

The only remaining question is whether the protest can be said to 
fairly apprise Customs of the claimed objection. I hold that plain- 
tiffs protests, fairly read, do adequately inform Customs of the ob- 
jection made. See J. Ray McDermott & Co. v. United States, 69 Cust. 
Ct. 197, 201-02, C.D. 4394, 354 F. Supp. 280, 283 (1972), appeal dis- 
missed, 60 CCPA 185 (1973) (protest as to oilwell platform jacket en- 
compasses entity consisting of jacket and girder). In any event, it 
must be noted that plaintiff has never offered an alternative classi- 
fication for the cup at any stage from the filing of its protests 
through the recent oral argument on the motion for summary judg- 
ment. Presumably, it accepts the idea that if the cup and sleeve do 
not form an entirety, then the cup is separately dutiable as a hand 
tool. Nevertheless, plaintiff is bound by that determination, if it is 
incorrect on the entireties issue, since it has failed to prove that the 
cup is properly classifiable in any other tariff provision. See 28 
U.S.C. § 2639(a)(1) (1982). 


* See, e.g.: 


Protest No. 30042 

Entry No. CE 80-185443-9 of 6/25/80 

We herewith protest the classification of the sleeves under TSUS 681.39. The proper classification should be 692.32 as the 
articles are chiefly used as parts of vehicles. 

Further information will be supplied at a later date. 

Protest No. 30042 

Entry No. CE 80-187432-5 of 9/24/80 

We herewith protest the classification of the sleeve repair kits under TSUS 681.39. The proper classification should be 
692.32 @ 3.9% since the kits are chiefly used as parts of vehicles. 

Supplemental information will be supplied at a later date. 
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B. This Court does not have jurisdiction over plaintiff's claim of 
the existence of a uniform existing practice (UEP). 

There is no need to recite the legal principles enunciated in Part 
A. It is sufficient to note that there is no possible way to read the 
language of plaintiff's protest so as to conclude that plaintiff was 
raising this claim. See Silvine Importers, Inc. v. United States, 59 
Cust. Ct. 355, 357, C.D. 3168 (1967). Protest as to classification, such 
as that in the instant case, does not, by itself, constitute protest as 
to the UEP. See Beck Distributing Corp. v. United States, 77 Cust. 
Ct. 158, 160, C.R.D. 76-7 (1976); Bauer Alphabets, Inc. v. United 
States, 54 Cust. Ct. 255, 263, C.D. 2540 (1965). 

This Court is unwilling to vitiate the protest requirements man- 
dated by Congress, see 19 U.S.C. § 1514(c)(1), in the guise of endors- 
ing a liberal construction of protests. See Audiovox Corp. v. United 
States, 8 CIT 233, 235 n.6, 598 F. Supp. 387, 389 n.6 (1984), aff'd on 
opinion below, 764 F.2d 848 (Fed. Cir. 1985). See also Gray Tool Co. 
v. United States, 6 CIT 333, 334 (1983) (under § 1514(a) protest as to 
appraisement is not protest as to classification). This position is in 
accord with that of a recent decision of the Federal Circuit which, 
while acknowledging the principle that protests are to be liberally 
construed, explained: 

This does not, however, mean that protests are akin to notice 
pleadings and merely have to set forth factual allegations with- 
out providing any underlying reasoning * * *. “A protest must 
be sufficiently distinct and specific to enable the Customs Ser- 


vice to know what is in the mind of the protestant.” (citation 
omitted) 


Computime, Inc. v. United States, 8 CIT 259, 601 F. Supp. 1029 
(1984) aff'd, 772 F.2d 874, 878-79 (Fed. Cir. 1985). 

Plaintiff may not take advantage of 28 U.S.C. § 2638 (1982) be- 
cause the UEP claim is not a “new ground” being asserted for the 
first time before this Court. Instead, plaintiff argues that the pro- 
test regarding classification encompasses the claimed UEP. Alterna- 
tively, it contends that since Customs was made aware of the issue 
in connection with the internal advice ruling, it may not disclaim 
knowledge of the alleged UEP, and the Court may assert jurisdic- 
tion despite any deficiency in the protest. However, even if this ar- 
gument were to otherwise command support in the law, to now al- 
low the UEP claim to be asserted given that Customs specifically in- 
formed plaintiff that it declined to decide the issue due to 
insufficient information would both drain the protest requirements 
of meaning and be prejudicial to defendant. Plaintiff's approach 
would thwart the scheme of orderly claim assessment envisaged by 
§ 1514 since Customs was deprived of a chance to review the UEP 
issue prior to the denial of the protest. Cf. Old Republic Insurance 
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Co. v. United States, 8 CIT 1, 3 (1984). The lack of notice in the pro- 
test may have led Customs to believe that the issue had been aban- 
doned. Moreover, knowledge that the claim was being actively as- 
serted may have allowed Customs to more adequately investigate 
any evidence of actual importing practice. Therefore, not having 
raised the issue in a timely protest, plaintiff is now precluded from 
raising it before this Court. Cf. United States v. Parksmith Corp., 62 
CCPA 76, 82, C.A.D. 1149, 514 F.2d 1052, 1057 (1975). 

II. The cup and sleeve components of the Speedi-Sleeve kit do not 
form an entirety for tariff classification purposes. 

The doctrine of entireties allows an item consisting of several 
components, which may or may not be susceptible of use in individ- 
ual pieces, to be dutiable at one rate. See Miniature Fashions, Inc. v. 
United States, 54 CCPA 11, 14-15, C.A.D. 894 (1966). It is a concept 
that seeks to make tariff classifications responsive to the realities of 
commercial practice. See Donalds, Ltd. v. United States, 32 Cust. Ct. 
310, 314, C.D. 1619 (1954). 

In order to label importations an entirety, the components must 
together form a complete article of commerce and the identity of in- 
dividual parts must be subordinated to that of the whole. See E.M. 
Stevens Corp. v. United States, 56 Cust. Ct. 494, 499-500, C.D. 2687, 
appeal dismissed, 53 CCPA 155 (1966). The mere fact that the com- 
ponents are imported together and a portion of the merchandise 
serves a protective function with respect to another portion, does 
not, under prior case law, compel the finding that the merchandise 
is dutiable as an entirety. See United States v. Hensel, Bruckmann 
& Lorbacher, Inc., 22 CCPA 281, T.D. 47330 (1934) (leather carrying 
cases and binoculars not entireties); United States v. E. Leitz, Inc., 
22 CCPA 277, T.D. 47329 (1934) (wood and paper cases and micro- 
scopes not entireties). The key is that the components of the entire- 
ty should be designed to be or be capable of assembly so that the re- 
sulting article is new with a different character or use. Hensel, 22 
CCPA at 285. The components of the entirety should function to- 
gether; it is not enough that one component merely enhances the 
value of another. See Lafayette Radio Electronics Corp. v. United 
States, 57 CCPA 62, 65-66, C.A.D. 977, 421 F.2d 751, 753-54 (1970). 
In Lafayette, the Court held that a leather carrying case and the ra- 
dio it was designed to accommodate was an entirety because the ra- 
dio was designed to function and actually did function in the case. 
Lafayette, 57 CCPA at 66; 421 F.2d at 754. The fact that the radio 
could be operated without the case did not prevent the importation 
from being termed an entirety. At the same time, the fact that the 
case protected the radio unit was itself insufficient to create an en- 
tirety. Id. 

This stands in distinction to the merchandise in the instant case. 
The cup component serves a protective function during transport of 
the sleeve, and serves as a tool to install the sleeve on worn shafts. 
Nevertheless, it is discarded prior to the actual use on the sleeve 
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and never operates in conjunction with the sleeve. Cf. United States 
v. Kronfeld, Saunders, Inc., 20 CCPA 57, 60, T.D. 45679 (1932) 
(bracelet mountings and diamonds actually used to form a new arti- 
cle—a bracelet—constitute an entirety). The fact that the two com- 
ponents are actually imported together, and that the cup is unlikely 
to be used alone, is certainly relevant to the entireties question. 
Notwithstanding those factors, it remains true that the two compo- 
nents are never affixed or attached together nor do either of them 
lose their individual identities in favor of a new article. See United 
States v. Altray Co., 54 CCPA 107, 110, C.A.D. 919 (1967); E.M. Ste- 
vens Corp. v. United States, 49 Cust. Ct. 203, 204, Abs. 66971, reh’g 
denied, 49 Cust. Ct. 270, Abs. 67137 (1962). 

The parties and the Court agree that there is no material factual 
issue as to the components of the merchandise or to the manner in 
which they function in relation to each other. This makes the en- 
tireties question ripe for determination by way of summary judg- 
ment. See Amorient Petroleum Co. v. United States, 9 CIT ——, 607 
F. Supp. 1484, 1487 (1985); Cf. S.S. Kresge Co. v. United States, 77 
Cust. Ct. 154, 155, C.R.D. 76-6 (1976) (summary judgment denied 
where issues existed as to identity of the components and so as to 
their use together). Therefore, it is the holding of this Court that 
the merchandise cannot constitute an entirety for tariff classifica- 
tion purposes, since the cup is discarded after installation of the 
sleeve and never operates in conjunction with the sleeve. 

III. There is no material issue of fact as to whether the importa- 
tions belong to the class or kind of wear sleeves and as to whether 
the chief use of the class or kind is in the vehicles referred to by 
item 692.32, TSUS. 

The principal substantive issue is whether the Court may hold, as 
a matter of law, that the sleeve component is properly classifiable 
in a given parts provision.’ In this regard, the tariff schedules offer 
the following guidance: 

General Interpretative Rule 10(ij): 


(ij) a provision for “parts” of an article covers a product solely 
or chiefly used as a part of such article, but does not prevail 
over a specific provision for such part. 


General Interpretative Rule 10(e)i): 


(i) a tariff classification controlled by use (other than actual 
use) is to be determined in accordance with the use in the Unit- 
ed States at, or immediately prior to, the date of importation, of 
articles of that class or kind to which the imported articles be- 
long, and the controlling use is the chief use, i.e., the use which 
exceeds all other uses (if any) combined; 


5 At the hearing on the motion for summary judgment, defendant withdrew its argument that, as a matter of law, the 
sleeve compound was classifiable as “parts of non-electrical machinery” in item 681.39, TSUS, based on Schedule 6, part 4, 
headnote 1(v): 

1. This part does not cover— 
(v) articles and parts of articles specifically provided for elsewhere in the schedules. 
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The inquiry can be distilled into two issues: 
A. ascertaining the class or kind into which the importations 
belong; and 
B. ascertaining the chief use in the United States of the class 
or kind at the time of importation. 

The plaintiff proposes that the relevant class be termed all thin- 
walled wear sleeves or at least all wear sleeves, i.e., all cylindrical 
metal products whose function it is to restore worn shafts. In con- 
trast, defendant would define the class as all shaft seals, i.e., all 
products whose function it is to effect a seal around a shaft. The 
correct choice of class, wear sleeves versus shaft seals, is important, 
for that choice will affect the later determination of chief use. 

The parties correctly direct this Court to the decision in United 
States v. Carborundum Co., 63 CCPA 98, C.A.D. 1172, 536 F.2d 373, 
cert. denied, 429 U.S. 979 (1976) as the starting point in the analy- 
sis. The Carborundum factors for determining class or kind include: 

(a) general physical characteristics of the merchandise; 

(b) recognition of use of the class in the trade; 

(c) channels of trade in which the merchandise moves; 

(d) environment of sale; and, 

(e) expectation of ultimate purchasers. 

Carborundum, 63 CCPA at 102; 536 F.2d at 377. 

The plaintiff explains that a wear sleeve is a repair device for 
worn shafts. Its function is to provide a new, smooth surface upon 
which an oil seal can make proper contact. The defendant argues 
that the wear sleeve and oil seal (along with other shaft seals) 
should be placed in the same category due to three broad conten- 
tions it advances. Firstly, the oil seal and wear sleeve both perform 
a “sealing” function in conjunction with a rotary shaft. In other 
words, the oil seal forms a “seal” with the shaft to keep in lubri- 
cants and to keep out unwanted dirt and moisture. Similarly, the 
defendant argues, the wear sleeve forms a “seal” with the shaft it is 
repairing. Secondly, replacement of the wear sleeve has traditional- 
ly also meant that the user would replace the oil seal. Thirdly, in 
trade literature, seals and sleeves often appear together. Thus, seals 
and wear sleeves, in defendant’s view, are marketed to the same 
consumers in similar channels of commerce. 

In spite of defendant’s attempt to use the term “sealing” in multi- 
ple contexts, there are basic differences between sleeves and seals 
which cannot be obscured.® The wear sleeve is generally fixed to the 
shaft, which rotates in relation to the seal. The seal is a more com- 
plex structure, sometimes containing non-metal parts, and often not 
attached directly to a shaft. While defendant chooses to term the 
function of both articles as “sealing,” the function of the sleeve is 
best understood as rebuilding the worn surface of a shaft to allow 
the seal to properly perform its “sealing” role. When this is clear, it 


® This is demonstrated in Plaintiff's Exhibit F, entitled CR Speedi-Sleeve/Seal Kits. The sleeve and seal each have a dif- 
ferent appearance, and are packaged separately. 
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becomes obvious why, as part of its marketing strategy, plaintiff 
promotes thin-walled wear sleeves in conjunction with oil seals. 
Sale of a wear sleeve will also give plaintiff an opportunity to sell 
an oil seal since the oil seal is often replaced when a wear sleeve is 
installed.” This, however, does not support the contention that the 
two articles are of the same class. References to wear sleeves and oil 
seals juxtaposed in marketing literature are designed as consumer 
aids to assist in matching sizes of the two products whenever both 
are purchased.’ In its instructional materials, plaintiff lists seals 
and wear sleeves separately. The two may both be used in conjunc- 
tion with a shaft but are different articles and are promoted as 
such. 

On the matter of trade usage, in its lone affidavit, defendant re- 
lies on the fact that plaintiff is listed as a maker of seals in the 
Thomas Register, a recognized trade directory. Plaintiff explains 
that it is listed as a maker of seals since it prefers to be listed under 
the category representing its principal business. Wear sleeve sellers 
are in fact listed under a separate heading entitled “shaft sleeves.” 
For example, another corporation, Federal Mogul, which markets 
wear sleeves purchased from CR Industries, is listed under the cate- 
gory of shaft sleeves. Indeed, the current edition of the Register has 
a separate listing for wear sleeves cross-indexed to the listing for 
“sleeves: shaft.” Thus, no matter how plaintiff is listed, the Thomas 
Register does recognize a category termed wear sleeves. 

In sum, the Court is unconvinced that there exists a material is- 
sue as to the class to which the importations belong. At best, de- 
fendant has demonstrated that wear sleeves and shaft seals are 
sometimes listed together in the same literature. This does nothing 
to negate the substantial differences in appearance, function, and 
use, which unequivocally separate the two groups. Similarly, there 
is no bona fide dispute as to chief use. Plaintiff's unrebutted aver- 
ment is that approximately 90% of all wear sleeves are used in on- 
highway motor vehicles. Defendant does not contest that proposi- 
tion; it only alleges that shaft seals do not have the requisite chief 
use. That would only be significant if the relevant class were shaft 
seals which, as discussed previously, it is not. 

Plaintiff has sustained its burden of proving the correct classifica- 
tion of the subject merchandise, and because there is no material 
fact question as to either the class to which Speedi-Sleeve belongs 


7 It should be noted that use of Speedi-Sleeve, plaintiff's patented thin-walled wear sleeve, as opposed to use of a tradi- 
tional thick-walled sleeve, allows the shaft to be repaired without change of an oil seal. Use of the wear sleeve is not equiva- 
lent to replacing an oil seal, it is an alternative to refinishing the worn surface of the shaft. 

8 See Plaintiff's Exhibit O, 1981 CR Industries Automotive Program, explains the relation of the Speedi-Sleeve wear 
sleeve to the oil seal: 

Repairing a worn shaft with a Speedi-Sleeve is more than just economical and fast * * *. And a sleeved shaft will 
even accept the same size seal as the original shaft—which makes it convenient. 

To —_ it even more convenient, the appropriate Speedi-Sleeve size is listed in every CR seal catalog next to each 
seal listing. 

® See Plaintiff's Exhibit B, CR Handbook of Seals, which lists seals in Section One and then places wear sleeves in Sec- 
tion Two with subsections for thin-walled (Speedi-Sleeve) and large diameter wear sleeves. 

See Plaintiff's Exhibit C, CR Industries Shaft Seals: A Self-Study Program, Heavy-Duty Fleet Edition includes CR Scot- 
seal and Speedi-Sleeve. 

In this manual, plaintiff devotes the first seven chapters to a discussion of seals and then presents a separate chapter on 
wear sleeves. 
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nor to the chief use of that class, summary judgment is granted in 
plaintiff's favor on this issue. 


CONCLUSION 


For the foregoing reasons, the Court holds as follows: 

(a) there is no jurisdiction over plaintiff's uniform existing prac- 
tice claim and therefore it is dismissed; 

(b) as a matter of law, the merchandise cannot constitute an en- 
tirety and therefore defendant’s cross-motion for summary judg- 
ment is granted as to that issue; 

(c) as a matter of law, the cup component is properly classified as 
“other hand tools of iron or steel” pursuant to item 651.47, TSUS, 
and therefore defendant’s cross-motion for summary judgment is 
granted as to that issue; 

(d) as a matter of law, the sleeve component is properly classified 
as “parts of the foregoing motor vehicles” pursuant to item 692.32, 
TSUS, since it belongs to the class or kind of wear sleeves whose 
chief use is in on-highway motor vehicles. Therefore, plaintiff's mo- 
tion for summary judgment is granted as to that issue. So ORDERED. 


(Slip Op. 86-87) 


GENERAL Mo7ors CorP., PLAINTIFF v. UNITED STATES, DEFENDANT 
Before Re, Chief Judge. 


Court No. 77-11-04746 


MEMORANDUM OPINION AND ORDER 


Plaintiff challenges the assessment of “diversion” duties upon automotive radios 
imported from Canada. The Customs Service, pursuant to Schedule 6, Part 6B, Head- 
note 2, found that the merchandise was not “used in the manufacture in the United 
States of motor vehicles.” 

Held: The Court of International Trade has jurisdiction to review a challenge to 
the assessment of “diversion” duties. Also, the Customs Service properly imposed du- 
ty upon the automotive radios, since the radios were not “used in the manufacture in 
the United States of motor vehicles.” 

[Defendant’s cross-motion for summary judgment granted.] 


(Decided August 20, 1986) 


Barnes, Richardson & Colburn (James S. O’Kelly, on the motion), for plaintiff. 
Richard K. Willard, Assistant Attorney General; Joseph I. Liebman, Attorney in 
Charge, International Trade Field Office (Saul Davis, on the motion), for defendant. 


Re, Chief Judge: In this action, plaintiff, General Motors Corpora- 
tion, challenges the imposition of “diversion” duties upon certain 
merchandise imported from Canada, and described as “dealer radio 
packs.” The “dealer radio packs” consist of fabricated radio compo- 
nents which, after importation, are assembled into automotive 
radios. 
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Upon entry into the United States, since plaintiff claimed that 
the radios were “intended for use as original equipment in the man- 
ufacture in the United States of a motor vehicle,” the Customs Ser- 
vice classified the merchandise under item 685.55 of the Tariff 
Schedules of the United States (TSUS), as original motor vehicle 
equipment from Canada. Consequently, it was entered and liquidat- 
ed free of duty. 

After importation, plaintiff notified the Customs Service that the 
“dealer radio packs” were not being installed during the factory as- 
sembly of the automobiles. Instead, the radio packs were installed 
at the retail level by dealers. Accordingly, the Customs Service, by 
letter ruling, determined that the imported merchandise was “di- 
verted” from its intended use “in the manufacture in the United 
States of motor vehicles.” Therefore, pursuant to Headnote 2(d\ii) 
of Schedule 6, Part 6B, TSUS, the Customs Service assessed “‘diver- 
sion” duties, and required plaintiff to pay “an amount equal to the 
duty which would have been payable at the time of entry if the Ca- 
nadian article had not been entered as original motor-vehicle 
equipment.” 

Plaintiff protests the assessment and seeks to recover its pay- 
ment. It contends that, although the radio packs were not installed 
during the factory assembly of the automobiles, but at the retail 
level by dealers, they are nevertheless properly classifiable as “orig- 
inal motor-vehicle equipment,” free of duty, under item 685.55 of 
the tariff schedules. 

Defendant contends that the Court lacks subject-matter jurisdic- 
tion over this action under 28 U.S.C. § 1582 (1976). In the alterna- 
tive, defendant contends that diversion duty was properly imposed 
on the merchandise, and that summary judgment should be granted 
in its favor. Since the question presented pertains to the proper 
classification of the imported merchandise, it is the determination 
of this Court that defendant’s motion to dismiss for lack of jurisdic- 
tion is denied. See John V. Carr & Son, Inc. v. United States, 76 
Cust. Ct. 162, 163-64, C.D. 4652, 414 F. Supp. 620, 622 (1976). Plain- 
tiffs motion for summary judgment is denied, and defendant’s 
cross-motion for summary judgment is granted. 

The pertinent statutory provisions of the Tariff Schedules are as 
follows: 


Schedule 6, Part 5: 


685.55 Any article described in the foregoing items 685.11 to 
685.50, inclusive, if Canadian article and original mo- 
tor-vehicle equipment (see headnote 2, Part 6B, 
Schedule 6) 


Schedule 6, Part 6, Subpart B, Headnote 2 (emphasis added): 


2. Motor Vehicles and Original Equipment Therefor of Cana- 
dian Origin. 
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(a) The term “original motor-vehicle equipment”, as used in 
the schedules with reference to a Canadian article* * *means 
such a Canadian article which has been obtained from a suppli- 
er in Canada under or pursuant to a written order, contract, or 
letter of intent of a bona fide motor-vehicle manufacturer in 
the United States, and which is a fabricated component intend- 
ed for use as original tse in the manufacture in the Unit- 
ed States of a motor vehicle * 


(d) If any Canadian article accorded the status of original 
motor-vehicle equipment is not so used in the manufacture in 
the United States of motor vehicles, such Canadian article or 
its value* * *shall be subject to forfeiture, unless at the time of 
the diversion of the Canadian article the United States Cus- 
toms Service is notified in writing, and, pursuant to arrange- 
ments made with the Service— 


(i) the Canadian article is, under customs supervision, de- 
stroyed or exported, or 


(ii) duty is paid to the United States Government in an 
amount equal to the duty which would have been payable 
at the time of entry if the Canadian article had not been 
entered as original motor-vehicle equipment 


The following facts are not in dispute. Plaintiff is a “bona fide 
motor vehicle manufacturer in the United States,” and is the im- 
porter of record of merchandise that was entered and liquidated du- 
ty-free under item 685.55, TSUS. The imported merchandise con- 
sists of various fabricated radio components which, after importa- 
tion, are assembled into automotive or “dealer” radio packs. A radio 
pack is a fully assembled, individually packaged radio, which is 
designed to be installed at the retail level by the dealer, rather than 
at the factory. 

After liquidation of the merchandise, plaintiff notified the Cus- 
toms Service that the radio packs were to be installed by plaintiffs 
franchised retail dealers as original equipment in new cars, and re- 
quested a ruling on the status of the radio packs. The Customs Ser- 
vice, in a letter ruling issued by the Director of the Classification 
and Value Division, ruled that the radio packs were not used as 
original motor-vehicle equipment, but had been “diverted” within 
the meaning of Schedule 6, Part 6B, Headnote 2(d), TSUS, which 
codifies section 404(d) of the Automotive Products Trade Act of 1965 
(APTA), Pub. L. 89-283, 79 Stat. 1016, 1022-23. Hence, plaintiff 
paid an amount equal to the duty which would have been payable 
at the time of entry if the Canadian articles had not been entered 
as original motor-vehicle equipment. Plaintiff protested the pay- 
ment and, by this action, seeks to recover the diversion duties. 

Plaintiff contends that this Court has jurisdiction under 28 U.S.C. 
§ 1582(a)(2) and (3) (1976). It also maintains that the decision of Cus- 
toms, which held that the merchandise was diverted within the 
meaning of Schedule 6, Part 6B, Headnote 2(d\ii), is erroneous. 
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Two questions are presented. The first, a question of first impres- 
sion for the Court of International Trade, is whether the Court has 
jurisdiction over plaintiff's protest of the imposition of “diversion” 
duty. The second is whether, within the meaning of the relevant 
tariff schedules, the dealer-installed radios fall within the statutory 
definition of original motor-vehicle equipment. 


JURISDICTION 


This action was originally filed in the United States Customs 
Court, predecessor of the United States Court of International 
Trade. The jurisdictional provisions applicable at the time the ac- 
tion was commenced provided: 


exclusive jurisdiction of civil actions instituted by any person 
whose protest pursuant to the Tariff Act of 1930, as amended, 
has been denied, in whole or in part, by the appropriate cus- 
toms officer, where the administrative decision * * * involves: 
*** (2) the classification and rate and amount of duties 
chargeable; (3) all charges or exactions of whatever character 
within the jurisdiction of the Secretary of the Treasury. 


Customs Court Act of 1970 §110, 28 U.S.C. §1582(a) (1976) 
(amended 1980 & 1984). A protest of a decision, order, or finding 
must be filed within 90 days after, but not before, notice of liquida- 
tion or the date of the decision to which protest is made. Tariff Act 
of 1930 § 514, 19 U.S.C. § 1514(c)(2) (1982). 

In its complaint, plaintiff alleges that a challenge to the validity 
of diversion duties is within the jurisdiction of this Court pursuant 
to 28 U.S.C. § 1582(a\(2) and (3). Defendant, however, contends that 
this Court lacks jurisdiction over the present case because: (1) the 
payment of diversion duties is not a cognizable cause of action 
under either section 1582 or section 1514, (2) the payment of diver- 
sion duties by the plaintiff is not a charge or exaction, (3) the action 
protested by plaintiff was the result of a settlement between plain- 
tiff and defendant, (4) plaintiff failed to file a timely protest, and (5) 
plaintiff failed to notify Customs in writing at the time of the diver- 
sion as required under Headnote 2 to Section 6, Part 6B. 

It is established that, when a jurisdictional issue is raised, plain- 
tiff has the burden to prove that jurisdiction exists. See, e.g., Lowa, 
Ltd. v. United States, 5 CIT 81, 83, 561 F. Supp. 441, 443 (1983), 
aff'd, 724 F.2d 121 (Fed. Cir. 1984). It is also established that there 
is a “strong presumption that Congress intends judicial review of 
administrative action.” Bowen v. Michigan Academy of Family Phy- 
sicians, 106 S. Ct. 2133, 2135 (1986); Abbott Laboratories v. Gardner, 
387 U.S. 136, 140 (1967); see also Suwannee Steamship Co. v. United 
States, 70 Cust. Ct. 327, 329, 354 F. Supp. 1361, 1363 (1973). Indeed, 
it may be said that judicial review of administrative action “is the 
rule, and nonreviewability an exception which must be demonstrat- 
ed.” Barlow v. Collins, 397 U.S. 159, 166-67 (1970). 
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Defendant contends that plaintiff's payment of diversion duties 
does not give rise to a cognizable cause of action within the jurisdic- 
tion of this Court because the payment of duties is not a protestable 
“decision of the appropriate customs officer,” within the meaning of 
section 1514(a). Rather, defendant contends that “Customs does not 
assess diversion duties, it merely accepts or rejects tender offers.” 
Defendant reasons that the payment of the diversion duty is “volun- 
tary” and, therefore, cannot be considered a “charge” or “exaction” 
within the meaning of section 1514(a)(3). This argument is without 
merit. 

In other contexts, “charges” and “exactions” have been defined as 
“actual assessments of specific sums of money,” other than ordinary 
customs duties. See e.g., Alberta Gas Chemicals, Inc. v. Blumenthal, 
82 Cust. Ct. 77, 81-82, 467 F. Supp. 1245, 1249-50 (1979). The rele- 
vant statutory provision in this case provides that, if the merchan- 
dise has been diverted, duty must be paid in an amount “equal to 
the duty which would have been payable at the time of entry if the 
Canadian article had not been entered as original motor-vehicle 
equipment.“ This unique provision, which provides for payment of 
duty if the merchandise is diverted from its intended use as original 
equipment, is a variant of the “actual use” provisions in the TSUS. 
See United States Tariff Commission, Report to the Committee on 
Ways and Means on H.R. 6960, 89th Congress, The Automotive 
Products Trade Act of 1965 45 (1965). As a substitute for proof of 
“actual use,” headnote 2(d) provides Customs with an enforcement 
procedure to ensure that the merchandise is used as original motor- 
vehicle equipment. Jd. at 46: That is, the merchandise is subject to 
forfeiture unless Customs is notified in writing of the “diversion,” 
and, pursuant to arrangements made with the Service, the article is 
destroyed or exported, or the appropriate duty is paid. See Schedule 
6, Part 6B, headnote 2(d), TSUS. It is significant to note that, in an 
informational newsletter, the Customs Service had stated its intent 
to consider the payment of diversion duty an “exaction,” protest- 
able under Section 514 of the Tariff Act. See United States Customs 
Service, Customhouse Brokers’ Pipeline No. 47, at 2 (1978). In the 
Customhouse Brokers’ Pipeline, the Customs Service stated that “i]f 
there is a disagreement with Customs over the amount due, the bro- 
ker/manufacturer may file a protest under the provisions of Section 
514, Tariff Act 1930; the duties paid will be considered an exac- 
tion.” Nevertheless, defendant now asserts that diversion duty is 
not an exaction. 

Defendant maintains that plaintiffs payment of diversion duties 
was a result of a “settlement” between plaintiff and Customs. It as- 
serts that plaintiffs complaint is an impermissible collateral attack 
upon the “settlement.” Relying on ITT Semiconductors v. United 
States, 6 CIT 231, 576 F. Supp. 641 (1983), defendant contends that 
the payment of diversion duty is a voluntary payment which is not 
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subject to review by this Court. Defendant’s contention is unrealis- 
tic and without merit. 

In the ITT Semiconductors case, plaintiff protested Custom’s re- 
fusal to refund $48,153.04, which plaintiff had paid as part of a set- 
tlement in mitigation of penalties under 19 U.S.C. § 1592. Plaintiff 
claimed that the payment was a charge or exaction protestable 
under 19 U.S.C. § 1514(aX(3) because the payment was made under 
duress. Plaintiff sought to avoid “referral to the United States At- 
torney and the initiation of a claim for forfeiture in excess of ten 
million dollars.” 6 CIT at 233, 576 F. Supp. at 643. Defendant 
claimed that plaintiff acted voluntarily, and that the denial of the 
refund was not subject to protest. The Court concluded that “[tJhe 
amount paid by ITT was a settlement amount arrived at and agreed 
upon by the parties.” 6 CIT at 236, 576 F. Supp. at 645. Consequent- 
ly, in the ITT Semiconductors case, the Court held that the pay- 
ment was voluntary, and was not a charge or exaction under 19 
U.S.C. § 1514(aX(3). Hence, defendant’s motion to dismiss for lack of 
subject matter jurisdiction was granted. 

In this case, plaintiff did not “settle” its claim with the Customs 
Service. Instead, it paid those duties which it was required to pay, 
pursuant to a specific provision of the Tariff Schedules. The pay- 
ment of the diversion duty was neither voluntary nor the equiva- 
lent of a “settlement.” 

It is clear that the provisions of Headnote 2, Schedule 6, Part 6B, 
require plaintiff to pay diversion duties, pursuant to arrangements 
made with Customs, in an amount equal to the “duties which would 
have been payable at the date of entry if the articles had not been 
entered as original motor vehicle equipment.” See H.R. Rep. No. 
537, 89th Cong., Ist Sess. 13, 28 (1965). The diversion duties were 
not the result of negotiation between the parties, but were paid in 
fulfillment of plaintiff's statutory obligation. Surely, plaintiff's com- 
pliance with a statutory obligation requiring the payment of duties 
cannot be viewed as a voluntary act. Hence, the Court holds that 
the assessment of “diversion” duty is an “exaction” within the 
meaning of 19 U.S.C. § 1514 (a\3). 

Finally, defendant contends that plaintiff failed to file a timely 
protest. Defendant asserts that the plaintiff's filing of the protest 
within 90 days after the payment of the diversion duties, rather 
than within 90 days of the diversion, precludes judicial review by 
this Court. While Headnote 2(d) states that a diversion report must 
be filed “at the time of the diversion,” the established practice of 
Customs shows that diversion reports were required to be filed on a 
periodic basis, but no less frequently than annually. Furthermore, it 
should be noted that the plaintiff disputes that the merchandise 
was diverted. In addition, in connection with an independent forfei- 
ture investigation under the Automotive Products Trade Act of 
1965 (APTA), Customs stated that plaintiff was not obligated to file 
these reports until the position of Customs was clarified, since 
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“{wJhether or not the radio parts in question qualified under APTA 
was open to legal interpretation * * *.” Once Customs indicated to 
plaintiff that it considered the merchandise diverted, plaintiff filed 
the appropriate diversion reports. Hence, the Court finds that plain- 
tiff timely filed diversion reports within 90 days of the assessment 
of the diversion duty. 

In view of the foregoing, the Court holds that it has jurisdiction 
over this action. Hence, the Court now must determine whether the 
installation of the radio packs by retail dealers was a diversion 
which required the payment of duty. 


Tue APTA’S DEFINITION oF ORIGINAL Motor-VEHICLE EQUIPMENT 


Should the imported radio packs be denied duty-free status be- 
cause they were installed by plaintiff's franchised dealers, rather 
than at plaintiff's assembly plants? Defendant asserts that the lan- 
guage of the statute and the legislative history indicate that dealer- 
installed radios were not intended to be protected by the modifica- 
tions to the Tariff Schedules implemented by the Automotive Prod- 
ucts Trade Act of 1965 (APTA). In its initial ruling on the status of 
the imported merchandise under the APTA, the Customs Service 
stated that it would be “a strained construction to hold that a deal- 
er when installing a radio pack was engaged in the production of 
automobiles in this country.” Plaintiff contends that “[t]he fact that 
the subject radio parts were installed as completed radio packs at 
the dealer’s premises, rather than at the assembly plant, is not a 
bar to free entry under APTA.” 

It is a well-established “canon of statutory construction that the 
starting point for interpreting a statute is the language of the stat- 
ute itself.” See, e.g., Consumer Product Safety Comm’n v. GTE Sylva- 
nia, Inc., 447 U.S. 102, 108 (1980); See Chevron U.S.A., Inc. v. Na- 
tional Resources Defense Council, Inc., 467 U.S. 837, 842-43 (1984). 
If a statute is silent or ambiguous with respect to a particular issue, 
it is appropriate for the court to accord due deference to the agen- 
cy’s construction of a statute, if it is reasonable and consistent with 
the congressional will. See Japan Whaling Ass’n v. American Ceta- 
cean Society, 106 S. Ct. 2860, 2868 (1986); United States v. Riverside 
Bayview Homes, Inc., 106 S. Ct. 455, 461 (1985); Chevron U.S.A., 
Inc., 467 U.S. at 844. 

The APTA authorized the President to modify the TSUS to per- 
mit the duty-free entry of Canadian articles intended to be used as 
original motor-vehicle equipment. 19 U.S.C. § 2011 (1982). One of 
the stated purposes of the Act was to provide for the implementa- 
tion of the Agreement Concerning Automotive Products Between 
the Government of the United States and the Government of Cana- 
da, January 16, 1965, 17 U.S.T. 1372, TIAS No. 6093. See Automo- 
tive Products Trade Act of 1965 § 102, 19 U.S.C. § 2001 (1982). A 
purpose of the agreement was to “strengthen the economic relations 
and expand trade in automotive products between the United 
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States and Canada.” Jd. The APTA defines “original motor-vehicle 
equipment” as “a Canadian article which has been obtained from a 
supplier in Canada under or pursuant to a written order, contract, 
or letter of intent of a bona fide motor vehicle manufacturer in the 
United States, and which is a fabricated component intended for use 
as original equipment in the manufacture in the United States of a 
motor vehicle * * *.” Automotive Products Trade Act of 1965 § 404, 
Schedule 6, Part 6B, Headnote 2, TSUS (emphasis added). 

To insure that any fabricated components admitted into the Unit- 
ed States as “intended for use as original equipment” would be used 
as intended, headnote 2 established an enforcement procedure. See 
H.R. Rep. No. 537, 89th Cong., Ist Sess. 28 (1965). That is, if the 
merchandise is diverted from its intended use, it is subject to forfei- 
ture unless, pursuant to arrangements made with the Customs Ser- 
vice, the Canadian article is either 1) destroyed or exported under 
Customs supervision, or 2) the appropriate duty is paid. See id.; 
Schedule 6, Part 6B, Headnote 2(d), TSUS. The legislative history of 
the APTA makes clear that the phrase “intended for use as original 
equipment in the manufacture in the United States of a motor vehi- 
cle” was meant by Congress to exclude from duty-free status those 
items which were not used in the manufacture of automobiles. See 
S. Rep. No. 782, 89th Cong., 1st Sess. 19, reprinted in 1965 U.S. Code 
Cong. & Ad. News 3670, 3687-88. 

It has been recognized that the “Automotive Products Trade Act 
is a statute enacted to meet a special and unique problem arising 
between the United States and Canada.” United Shoe Workers of 
America v. Bedell, 506 F.2d 174, 190 (D.C. Cir. 1974). The Act was 
intended to enable domestic manufacturers “to make the most effi- 
cient use of their plants.” Id. (emphasis added). The legislative his- 
tory confirms that producers of automobiles and parts, not retail 
sellers of automobiles, would be the affected industry. See S. Rep. 
No. 782, 89th Cong., lst Sess. 4-5, reprinted in 1965 U.S. Code Cong. 
& Ad. News at 3673-74; 111 Cong. Rec. 22,371 (1965). Also, although 
not conclusive of legislative intent, statements in the Congressional 
Record indicate that parts sent to dealers would not be considered 
original equipment. See 111 Cong. Rec. 25,518 (1965). This view is 
implicit in the statements made by the representative of the United 
States, who requested a waiver pursuant to article XXV of the 
GATT. See GATT, United States—Imports of Automotive Products, 
Basic Instruments and Selected Documents 181, 188-89, GATT Doc. 
L/2500 (14th Supp. 1966). The representative noted that only vehi- 
cles and “original parts, that is, parts for assembly into new vehi- 
cles,” would be entitled to duty-free treatment. Jd. at 188. 

The legislative history, and the contemporaneous statements of 
reliable officials, show that the APTA was understood to allow im- 
ports of original parts only if the imported parts were used in the 
manufacture and assembly of motor vehicles. In view of the forego- 
ing, it cannot be said that it is contrary to the legislative intent for 
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Customs to interpret the APTA as requiring installation of the radi- 
os to take place at the factory. Plaintiff's interpretation of the stat- 
ute would not promote the fundamental goal of the APTA, and 
would permit widespread importation of fabricated components 
which could not be documented or verified as being used in the 
manufacture of motor vehicles. In sum, under the APTA, the Court 
can find no support for plaintiff's contention that a retail dealer 
who installs a radio uses the radio in the manufacture of an 
automobile. 

The Court holds that the installation of radio packs at the retail 
level by dealers, rather than at the manufacturing plant, is not the 
manufacture of an automobile in the United States within the 
meaning of Headnote 2, Schedule 6, Part 6B, TSUS. Accordingly, 
defendant’s motion to dismiss for lack of jurisdiction and for failure 
to state a claim upon which relief may be granted is denied. Plain- 
tiffs motion for summary judgment is denied, and defendant’s 
cross-motion for summary judgment is granted. 
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ANNOUNCEMENT 


Chief Judge Edward D. Re has announced the call of the 
Third Annual Judicial Conference of the United States 
Court of International Trade. The Conference is scheduled 
for Friday, October 24, 1986, at The Ballroom at Windows 
on the World, 106th Floor, One World Trade Center, New 
York, New York and will commence at 9:00 a.m. 

The Conference will be composed of the Judges of the 
United States Court of International Trade; officials from 
the International Trade Commission, the Customs Service, 
the Departments of Justice, Commerce, and Treasury; mem- 
bers of the Bar of the Court; and other distinguished guests. 
The theme of the Conference is “Judicial Over- 
sight—Relations Between the Court and the Agencies.” 

Sir Roy Denman, Head of the Delegation, Delegation of 
the Commission of the European Communities, is the Con- 
ference Luncheon Speaker. 

Senator Dennis DeConcini, United States Senator from 
Arizona, and co-sponsor of the Customs Courts Act of 1980, 
will receive the Court’s Annual Award for his outstanding 
contributions to the administration of justice in internation- 
al law. 

Last year, the Second Annual Judicial Conference was at- 
tended by over 400 conferees from 16 states, the District of 
Columbia, Puerto Rico, and Japan. 

Lawyers and other interested persons are invited to at- 
tend. Since capacity is limited, early return of your registra- 
tion form is suggested. To facilitate final arrangements, it 
would be appreciated if your registration form is received on 
or before Wednesday, October 1, 1986. 

For further information, please write to: 


USCIT Judicial Conference 
c/o Office of the Clerk 
United States Court of International Trade 
One Federal Plaza 
New York, New York 10007 
JOSEPH E. LoMBARDI, 
Clerk of Court. 
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